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Summary 


This report lays out a proposal for a housing supply strategy to meet rising low- 
income housing needs in Toronto. 


The City of Toronto has seen large increases in low-income housing need in the 
1990's, as numbers of low-income households rise, their incomes drop, while rising 
real rents turn low-rent units into middle-rent units. Low-rent units are in four 
subsectors: second suites or basement apartments, small private rental units usually 
not suitable for families, subsidized units (each of these three being about one-third 
of the total), and the small rooming house sector which houses the lowest-income 
people. With middle-income households occupying a large share of low-rent units, 
and many tenants with extremely low incomes, there are not enough low-rent units 
available today to meet needs. Lack of affordable housing, along with low 
incomes, are the main “macro” factors underlying the increase in people who are 
homeless or at risk of losing their homes. 


Additional rental demand in Greater Toronto is projected at 7,500 to 9,500 
households annually from 1996 to 2001, with approximately half of that being in 
the City of Toronto and half the latter being households unable to afford market 
rent units. Therefore about 2,000 new low-rent units are required annually in the 
City just to meet the increase in low-income demand. 


The private sector is now likely to start building small volumes of up-market rental 
housing, but these will have only slight and long-term trickle-down benefits for the 
majority of tenants; the private sector cannot build at all for low-income tenants. 
The main market responses to low-income housing need will continue to be paying 
high shares of income on rent, basement apartments, and overcrowding. A 
government supply role is therefore needed. 


Several strategic implications of this needs analysis are identified. Attention must 
focus on all four main rental sub-sectors noted above. Preserving existing 
“affordable” stock is more significant than building new units, and the enormous 
backlog of housing need should be dealt with in ways other than new production. 
Some new development is needed to meet rising demand. The City must ensure 
adequate standards and quality in the lowest-rent market sectors. 


The report identifies a range of responses in each of the main low-rent subsectors. 
These are organized in a two-pronged strategy: regulatory and funding tools for 
affordable housing, and developing new affordable housing. 


Preserving existing affordable housing is important because with little new supply, 
today’s units will remain the vast majority of affordable housing for many years to 
come. The same regulatory and funding measures that protect existing housing 
often encourage added supply of low-rent units in existing housing stock. 


e Existing private rental apartments should be preserved by limiting conversion to 
condominium, levering replacement housing (by land use tools and demolition 
controls), ensuring good repair, and supporting conversion to non-profit in some 
cases to preserve affordability and target units to low-income tenants. 


e Social housing should be preserved by maintaining subsidy levels, renewing 
expiring subsidy agreements, rescuing threatened properties, and undertaking 
some regeneration and redevelopment. 


e Second suites (accessory units or in-law suites, mostly basement apartments) 
present complex issues, are an important part of the affordable rental stock. The 
City should start legalizing them, paying due attention to standards, and offering 
some practical assistance to owners. 


e Rooming houses are the “bottom rung” of housing for people most at risk of 
homelessness. Adverse trends of dwindling supply, declining viability, inter- 
twined housing and social issues, and poor quality in some cases, all create a 
special public interest in this sector. Needed responses include special attention 
to housing conditions; joint housing, funding and service supports in problem 
cases; rehabilitation assistance; a role for the non-profit sector; wider zoning 
permission; and help to access mortgage financing and restrain tax increases. 


Land use tools for housing include general Official Plan policies to encourage 
affordable housing, and steps to channel a fraction of the resources generated by 
urban growth toward addressing the affordable housing problems created by that 
growth. Mechanisms include density agreements that provide affordable housing 
benefits to the City, possibly requiring “affordable housing” components in private 
developments, and ensuring expedited approval of land use applications. 


The strategy to develop new affordable housing would involve a City-led 
partnership that combines City resources with specific resources from the federal 
and provincial governments. “Development” would include some acquisition and 


conversion of private units to non-profit. 


The structure of assistance would emphasize capital rather than operating subsidies, 
to make projects viable at mid-market rents. Capital has the advantage of not 
involving ongoing subsidy obligations, and being cheaper in the long term because 
interest-free. Rent supplement would then be used to cover the difference between 
mid-market & geared-to-income rents. Key inputs would be: . 


e City land at low cost or no cost; 

e Capital contributions of typically $10 to $30 thousand per unit, mostly from the 
federal government; 

¢ Waiver of development charges; 

¢ Rebate of PST and part of GST; 

e Reduced property tax for new rental projects; 

* Financing including interest-free construction loans by the City, permanent 
mortgages from Canada Mortgage and Housing Corporation, and modifications 
to CMHC mortgage insurance policies to facilitate such development; 

e Rent supplement, in the case of family projects, at cost-effective levels to cover 
the gap between mid-market rents and what low-income tenants can afford; and 

¢ Provincial capital grants in the case of supportive housing. 


A City development role would be required to coordinate these resources, but most 
project development and housing management would be by private-sector firms or 
non-profit agencies. 


Proposed annual production would be 1,000 family units (new and acquired), 500 
singles units, and 500 singles supportive housing units for a total of 2,000 units. 


Estimated annual costs of the program are land worth $2 to $4 million from the City 
and worth half that from each of the federal and provincial governments; City 
capital of $10 million; foregone development levies and charges of $9 to $18 
million; capital grants or equity of about $20 to $50 million ($10M from the City, 
$6M to $33M from CMHC, and $5M to $8M from the Province for supportive 
housing); PST and GST rebates of about $3 million and $10 million respectively; 
and annual increases in rent supplement costs of $4 to $5 million, split 
approximately 50/50 between the City and the “905" suburbs as part of the social 
housing subsidy pool. 


The development program is not intended to absorb much of the existing backlog of 
high need, which affects about 1/5 of the entire rental sector. Options for rental 
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assistance are a separate but related component of the Task Force’s work. This 
must be paired with measures to prevent eviction and ensure access by low-income 
tenants competing with middle-income tenants for available low-rent units. 


An appendix discusses in detail the way the mechanisms work, and the precedents 
for such approaches, under the headings of land, capital, financing of loans, tax 
policy, and rent supplement. 


Federal and provincial contributions, are essential, but this does not require the re- 
establishment of large social housing programs. The federal contribution should be 
to channel recent and projected federal savings in housing expenditures back 
toward housing, mainly by way of capital grants or equity. This would be an 
effective use of the federal spending power in support of a City-led strategy, and 
could be carried out without any reversal of the federal devolution and withdrawal 
from administering housing programs. US precedents and Canadian options for use 
of federal tax credits and/or foundations for housing are discussed in an appendix. 


The provincial contribution should be primarily from the Ministry of Community 
and Social Services and Ministry of Health, now responsible between them for a 
large majority of supportive housing. They should provide capital grants or rent 
supplement for the 500 units of new supportive housing required annually for the 
next few years, along with funding for the support services required to house 
psychiatrically disabled, homeless, or hard-to-house tenants in those units. The 
Ministry of Municipal Affairs and Housing can play a role through providing 
bridging second mortgage loans, and establishing a targeted capital pool to channel 
private funds to affordable housing. 
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1. BACKGROUND: HOUSING NEEDS 


Housing, along with income, is one of the “macro” factors that underlie rising homelessness. 
Toronto has rising numbers of low-income households and a large shortfall of low-income 
housing. This means many households who are vulnerable to homelessness, because they are 
doubling up in crowded accommodation, or paying more on rent than they can afford. 


It is essential to understand the need for affordable housing, and the prospects for supply, as an 
underpinning for any supply strategy. 


1.1 Current Situation and Trends 
Rising Numbers of Low-Income Households 


Toronto has many low-income households, and the numbers are growing. The reasons relate to 
labour market and income policy changes discussed in other Task Force reports. As a basis for a 
supply strategy, the key is to know the scale of low-income need, and the trends. 


The Toronto region suffered the largest drop in average income in 1991-96 of any Canadian 
metropolis: a 10 percent drop for the Toronto Census Metropolitan Area (CMA- roughly equal to 
the Greater Toronto Area net of Oshawa-Whitby). 


Trends can be seen by looking at households with under $20,000 income. Single-person 
households at that level typically have trouble affording market rents ($500 monthly is 30% of 
$20,000 annual income or 40% of $15,000). Families under $30,000 will usually have problems 
($750 monthly is 30% of income). 


In Greater Toronto (new City and “905" combined), the number of households with incomes 
under $20,000 rose by 63,640 from 1991 to 1996.' This amounted to almost half (48%) of total 
GTA growth of 132,000 households: a strong skew toward low incomes, considering that only 16 
percent of 1991 GTA households had been under that line. 


Most of this increase in low-income households (under $20,000) was concentrated within the 
new City of Toronto. The City accounted for less than one-third of total increase in GTA 
households (43,300 of 137,900 or 31%) but accounted for two-thirds of the low-income increase 
(42,200 of 63,400 under $20,000, or 67%). In net terms, households with incomes under 


Census: special tabulations for the City of Toronto. Data in City of Toronto Income Trends (background 
paper by Rob Genier for the Homelessness Action Task Force, August 1998). In constant-dollar terms (published 
data in census release and/or Statcan web site), the number of Toronto CMA families with incomes under $30,000 
increased by 104,000 (from 187,000 to 291,000) in 1991-96, while the number of single person households 
(unattached individuals) with incomes under $20,000 increased by 32,000 (from 107,000 to 139,000). 


$20,000 accounted for virtually the whole 1991-96 increase in households living in the City. 


We can measure these trends by household type, using a ceiling of about $23,000 income.” F ully 
42 percent of City of Toronto tenant households were under this line by 1996 (197,800 of 
470,300). These included 28,200 two-parent families and 41,000 one-parent families, as well as 
singles and couples. In the City, the added tenant households with income under this line in the 
1991-96 period were fairly evenly distributed between two-parent families, one-parent families, 
and singles,’ a trend which indicates a rising share of two-parent families living in poverty. 


Unavailable Low-Rent Housing Supply 
How many units are available for people with low incomes? A key cut-off to use is a $600 


monthly rent: affordable at 30% of a $24,000 income. On this basis, there are four key low-rent 
subsectors in the City’: 


Social housing geared-to-income 74,000 units 
Basements/second suites 65-75,000 
Conventional apartments 60,000 
Rooms in rooming houses 6-10,000 


In summary, there are 205,000 to 220,000 units with rents under about $600/month. Although 
the numbers of low-income households and low-rent units are similar, there is a significant 
shortfall in availability of low-rent units, for three reasons. 


? More precisely, data are available for the upper limit of the third decile of the 1996 tenant household 
income distribution ($23,962), and of the second decile of the 1991 overall households income distribution 
($23,297). These figures are within 3 percent of each other in current-dollar terms and can reliably be compared. 


3 Net increase under approximately $23,000 was 12,900 two-parent (husband-wife family households with 
children at home), 14,600 lone parent households, and 14,700 non-family households (mainly singles), plus 3,200 
other households. 


4 RGI counts are from Provincial data release 1997, “Conventional” 60,000 includes 51,000 under $600 
per CMHC survey (1/5 of total units, mostly bachelor and 1-bedroom), plus 4,000 of the total 21,000 social housing 
market units (applying an assumed 1/5 of the total as per the private rental stock, to estimate the count <$600), plus 
3,000 private rent supp. units, plus an estimated half of the 4,471 Private Limited Dividend units which are not 
counted in the CMHC survey (estimated at half under $600 based on average rents of $556 1B, $609 2B, $641 3B). 
Basements/second suites is based on 2/3 to 3/4 of the 100,000 estimated in Ed Starr, Housing Supply and 
Affordability: Rooming Houses and Second Suites (background paper for the Homelessness Action Task Force, June 
1998) with prevailing rent range $400-$750 suggesting about this share being under $600, assuming an 
approximately normal rent distribution; second suites may or may not include the 11,000 duplex units counted in the 
census. Rooms from Starr, virtually all <$600. 


e Many small units, many low-quality units 


Excluding the one-third of low-rent units that are subsidized, most of the low-rent units are 
small bachelor and one-bedroom units (e.g. 46,000 of the 51,000 low-costs private rental 
units, most of the basement apartments). Many of the basement apartments and rooming 


houses are of inferior quality. 


e Almost half the low-rent units are occupied by middle-income households (>$30,000) 


Middie-income households are more attractive to most private landlords because their ability 
to pay is greater and their incomes are typically more stable. Little more than half the low- 
rent units are occupied by low-income households. 


« Many tenants with very low incomes, few units at very low rents 


There are many households with very low incomes: the lowest-income 20 percent of tenant 
households in the City comprise 37,900 families and 61,600 singles with incomes under 
$12,750. For these households, an “affordable” unit means $325/month or less; but only a 


few rooms are available for this price. 


Housing supply trends have been negative. 


at net effects over a five or ten year 
period. During the early 1990's (1991- 

_ 96), there was an annual average increase 
of 1,300 social housing units annually 
(including about 1,000 geared to income). 
Preliminary study also suggests an 
increase of about 2,000 to 3,000 second 
suites (basement apartments etc.) 
annually,’ and significant volumes of new 
upper-priced rental condo units. 
However, an average of over 11,000 
conventional rental units were lost 
annually from the low end of the private 
rental sector. Specifically, rents rising 
faster than inflation meant that 58,501 
units -- over one-fifth of the conventional 
private rental sector -- moved in five years 
from the low-rent end to the middle-rent 
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Trends vary from year to year, so it is useful to look 


Rent by Income 


Toronto/Ottawa/Hamilton CMA's 1994 
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> Starr estimates 85,000 units circa 1991-92 but about 100,000 by 1998. 


ranges.‘ 

Resulting Shortfall in Affordable Housing 

The results of this mismatch of low-income households and low-rent unis are: 
- High shares of income spent on rent 


- Low-income households have difficulty finding low-rent units 
(landlord business practices, preferences, discrimination) 


- Some doubling up or sharing 
- Some poor-quality housing 
All these patterns increase the risk of eviction and homelessness. 


High shares of income spent on rent is the most prevalent and the best-documented problem. It 
has been increasing for the past two decades, but more sharply in the 1990's than before 


In the 1980's within the boundaries of the new City, the number of low and moderate-income 
tenant households’ paying over 30% of income on shelter rose sharply. It rose by 35 percent 
across the decade, more than double the 17 percent increase in total tenant households: from 
103,000 in 1981, to 120,000 by 1986, to 139,000 by 1991. On average, there were increases of 
3,000 to 4,000 tenant households annually with affordability problems, despite new social 
housing units averaging 1,800 annually. The extreme cases, of tenant paying over 50% of 
income on shelter, rose from 48,000 in 1981 to 66,000 a decade later. 


In the 1990's the rising number of low-income households have meant sharper increases in 
affordability problems. From 1991 to 1996 there was an increase of over 67,000 tenant 
households paying over 30% of income. This occurred despite production of an average of 
1,300 new social housing units annually. This increase included 17,000 more each of one-parent 
_ families and two-parent families with children. The extreme cases, of tenants paying over 50% 
of income on shelter, rose by 40,000 households or 60%. 


É Rob Genier, Conventional Rental Market Trends (background paper for the Task Force, August 1998). 
Low-rent is defined as <$500 bachelor, <$600 1-bedroom, <$700 2-bed and <$800 3-bed, 1992 dollars. 


7 This refers to the lower two CMA income deciles: under $24,500 in 1981 and under $41,000 in 1991. 


8 This includes all households not just those in the lower two deciles; but the vast majority (95% in 1991) 
are in the lower two deciles. 


To summarize the affordability trends of today’s City of Toronto over the past 15 years: the 
1980's saw average annual increases of some 5,000 tenant households who could not afford 
market rents, with about 1/3 of this increase accommodated in new social housing. The early 
1990's saw average annual increases of some 12,000 tenant households who could not afford 
market rents, with barely 1 in 10 accommodated in new social housing. 


These affordability problems affected all tenant family types. As of 1996, 213,000 tenant 
households paid over 30% of income on shelter, including 40,000 two-parent families, 42,000 
one-parent families, 23,000 couples, and 106,000 non-family households (mainly singles; 1/3 of 
them elderly), Within these totals, the 106,000 tenant households with severe problems -- paying 
over 50% -- included 19,000 two-parent families, 25,000 one-parent families, 9,000 couples, and 
52,000 non-family households. As of mid-1998 there were 37,000 applicants on the main 
assisted housing waiting list, and it appears to be rising by 1,000-2,000 households/year 


Within Greater Toronto, rising affordability problems remain concentrated in the new City. The 
City accounted for 57% of net new GTA tenant households between 1991 and 1996 but had 75% 
of the GTA increase in tenant households paying over 30% of income on shelter, and 76% of the 
increase in those paying over 50%. The share of all City households that are tenants with 
affordability problems increased from 17% to 23% in a short 5 years. 


1.2 Rental Market Context 
Ongoing Increases in Rental Demand 


Ongoing increases in rental households are projected in the rapidly growing Greater Toronto 
Area. Projections undertaken in the work of the Task Force’using CMHC’s “Potential Housing 
Demand” (PHD) model yield an increase in rental demand of 7,500-9,500 units annually in 
Greater Toronto through the period 1996-2001.’ This level of rental growth is lower than in the 
preceding decade (average 15,700/year in 1986-91 and 9,600/year in 1991-96) because the baby 
boom has now shifted to the home-owning middle-aged years. It is still a very high absolute 
number of new renters to accommodate. 


Although absolute levels of new rental demand are lower, demand is more skewed than before to 
lower incomes. Overall, one-third to one-half of existing tenant households have incomes 
requiring below-market rents. About half of net new tenant households can be expected to be in 
that category.'° 


The City of Toronto has been accommodating just over half of net new GTA rental households 
(46,000 of 79,000 or 58% in 1986-91 and 29,000 of 51,000 or 57% in 1991-96). This is likely to 
gradually decline, but the City will retain a high share if net new GTA rental for reasons such as 
proximity to one’s existing apartment when searching for a place, location of new condos 
including rental condos, immigrant settlement, suitability of house locations or prices for 
installing second suites, and accessibility to transit and other services.” 


In general terms, the prospect for the next few years is therefore: 


3 Genier, Conventional Rental Market Trends. The CMHC model projections are for the Toronto CMA, 
with 500/year added for the Oshawa CMA to generate GTA numbers. Some increase is assumed in propensity to 
own for the age groups 25-49, rebounding from the very low rates of 1991 and 1996. These projections mean that 
rental would constitute 22% to 27% of 33,500 to 35,500 total net new GTA households, with a higher percentage 
renting in the higher-growth scenario. The results imply faster growth than the 25,500 net increase in Toronto CMA 
households during 1991-96, a period dominated by the 1990-93 recession (a recession starting in the latter part of the 
1996-2001 period would be unlikely to so sharply affect 5-year results). The projected added rental demand is 
similar to the 6,000 to 9,000 projected in Patterns and Prospects, table 3.2.2., using “low” to “medium” GTA 
growth projections, although the conservative 6,000 was cited in the text (p. 56) bearing in mind the slow growth 
which the GTA was just then emerging from. 


10 Tenants in the lower two quintiles accounted for half (21,000 of 40,000) of the net increase in CMA 
tenant households in 1986-91, but more than 100 percent (63,400 under about $23,000 as per data income data 
previously cited at footnote no. 2, out of 51,000 totai household in crease in 1991-96, Because 1991-96 was an 
unusual period that included the worst recession in 60 years and historic cutbacks in transfer income, 1996-2001 


requires a more conservative projection of nét new low-income tenants as a percentage of all net new tenants. 


U See Patterns and Prospects, pp. 59-61. 


New rental households GTA-wide (annual): 7,500-9,500 
Share accommodated in new City (approx. 50%) 3,800-4,800 
Share in City requiring below-market rents (approx. half) 1,900-2,400 


These must be understood as approximate rather than precise estimates. In round terms, 2,000 
new below-market rental units are required annually in the new City, to prevent low-income 
housing needs from worsening. l 


In addition there is a backlog of existing need: 37,000 if measured by the Toronto Social Housing 
Connections waiting list; 106,000 if measured in terms of tenant households with severe 
affordability problems (paying over 50% of income on shelter). 


To meet such a backlog of need over a 10-year period would involve 4,000 to 10,000 units 
annually. Some of the backlog could in theory be addressed by additional production. However, 
the scale of the backlog exceeds total new rental demand expected in the City, or indeed possibly 
in the whole GTA. The solution to the backlog of need is not to vacate 40,000 to 100,000 private 
rental units by moving that many low-income tenants into newly built social housing units! The 
way to address most of the backlog is by providing subsidies to tenants in existing units, either 
through shelter subsidies or through conversion of private units to a subsidized non-profit status. 


Such volumes of increasing rental demand are likely to mean continuing low vacancies in the 
Toronto market. With vacancy de-control in Ontario under the Tenant Protection Act, many 
units that are below-average for the market can be expected to move upward to average levels. 
General demand pressure is likely to push rents upward. The prospect of average rent increases 
outpacing inflation is large. Meanwhile, based on the experience of recent years, there is little 
prospect that the income of working-poor tenants or those on social assistance will even keep 
pace with inflation. Unless these very strong trends reverse course, average incomes will lag 
average rent increases, which will mean a rising incidence of affordability problems. 


Private Rental Production: Small Volumes at the High End 


Despite the ongoing increase in rental demand, there is little prospect that much of it will be met 
through private-sector production of new rental units. Viability has been examined in several 
studies, including one for the Toronto government and one reflecting current 1998 conditions. ?. 
Since the mid-1990's, low interest rates have made conditions more favourable than in the 
previous 20 years, but only in the past year or two have investors seriously started looking at 


2 Greg Lampert and Steve Pomeroy with Helyar and Associates, Prospects for Rental Housing Production 
in Metro: Final Report (for the Municipality of Metropolitan Toronto, March 1997); Greg Lampert, Responding to 
the Challenge: The Economics of Investment in New Rental Housing in 1998 (draft report for the Ontario Ministry 
of Municipal Affairs and Housing, 1998). Rents cited are for new buildings and are therefore well above average. 
“Cash-on-cash” return is the cash income, before income tax and depreciation, which an investor would receive, 
measured against the equity invested in the property. 


doing new private rental. The first key recent change is de-contro! of rents, which increases 
“investor confidence’ and improves the revenue prospects for the rental market in general. The 
second is lower property tax rates, under a new Ontario Regulation assigning any single-owner 
rental building to the “residential/farm” tax class (rather than “multi-residential”) if it is 
registered as a condominium -- in contrast to the previous rules where only owner-occupied 
condo units were in the lower-taxed residential/farm class. 


In early 1997, for a new medium-quality downtown Toronto project with rents of $925 (l- 
bedroom) and $1,100 (2-bedroom), a developer would have had to provide roughly half of the 
total cost of the project as equity, but would receive a cash-on-cash return of less the 4% in the 
first year. By contrast, investors in existing rental properties could obtain cash-on-cash return of 
10% or more. By mid-1998, with rents of $1,000 (1-bedroom) and $1,250 (2-bedroom), a 
similar project would yield a 7.4 percent cash-on-cash return in year 1, rising to 7.8 percent by 
year 5. Slightly higher returns in the vicinity of 8 percent could be achieved from a high-end 
downtown rental project with rents of $1,300 and $1,550. 


Consultants to the industry now expect a supply of a few hundred such new rental units annually, 
starting in the next year or two, mostly in downtown or subway locations. This will amount to a 
significant addition to the high-end rental units that are already produced each year in the form of 
rented new condo apartments. The consistent pattern has been that about one-third of Greater 
Toronto apartment condos are rented;"’ and at current production levels this means about 1,000 
to 1,500 new rental units annually (almost all of it within the City). Addition of 500 to 1,000 
purpose-built rental units would put Greater Toronto’s annual total in the 1,500 to 2,500 range. 


Inability of Private Sector to Meet Low-income Needs 


New private-sector rental construction is important, but not sufficient. New high-rent units do 
help alleviate overall demand pressure in the rental market, and meet part of the ongoing increase 
in demand. But 1,500 to 2,500 new units does not match the expected new GTA rental demand 
of 7,500 to 9,500 households annually. And it does not match the income profile. Half of 
Toronto tenant households have incomes under $30,000 and need rents under $750 to avoid 
affordability problems. With more up-filtering than down-filtering occurring in existing rental 
stock (in terms of rents - see above), the trickle-down effects of new high end supply will be 
modest and long-term only. 


The market responses to rising low- and moderate-income demand will be households paying 
large percentage of their income on rent, more second suites (basement apts etc.), doubling up, 
and some cases of overcrowding. Given Toronto’s much increased number of low-income 


B See CMHC, Condominium Survey (annual, various dates). Data for condo apartment rental in this source 
are conservative in that they omit rentals arranged privately rather than through the property management firm. For 
trends in condo production, see N. Barry Lyon Consultants Limited, Condominium Market Overview: Metro 
Toronto, Ontario (for the Municipality of Metropolitan Toronto, February 1997). 
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households, and lower spending power (aggregate demand) in the rental sector, we can also 
expect a trend where some buildings in less-favoured neighbourhoods gradually shift to poorer 
quality along with low rents. More households having affordability problems or doubling up will 
mean more households at risk of homelessness. 


As noted earlier, there are an estimated 100,000 second suites in Toronto and they appear to have 
been increasing by 2,000-3,000 annually. Unlike the case of the corporate investor in a new 
apartment building, the economics of installing a second suite, to help pay the mortgage, work 
well for the homeowner. The non-conventional sector has filled the gap between rental demand 
growth and insufficient rental production for most of the past 20 years, and this can be expected 
to continue." 


Despite the importance of second suites, they are not a sufficient response to rental demand. l 
They generally rent for $400-$750/month and are out of “affordable” range for the one-quarter of 
tenants earning less than about $15,000.'° Many are small units, and some are of poor quality. 
Many are unsuitable for families in terms of space, or unavailable to families because the 
landlord does not accept children. Low-income tenants may be at a disadvantage in the second 
suite sector because many landlords there are not as mindful of tenant rights as corporate . 
landlords; selection choice of tenants in the second suite sector is typically a matter of subjective 
landlord preference. 


There is a risk that broader urban social tensions may result if the future sees more affordability 
problems, doubling up, second suites, and poor-quality housing. The presence of second suites is 
often a contentious issue, and conversion of houses to rental in low-priced districts may lead to 
neighbourhood conflicts. Under-investment in maintenance by a minority of landlords, 
increasing presence of evidently low-income tenants, and loss of purchasing power to support 
local retail businesses, can lead to certain neighbourhoods being regarded as low-quality areas. 
Central-city neighbourhoods in this City are already seeing considerable backlash against 
visibility of poverty and perceived neighbourhood decline. Such rising affordability problems, 
social tensions, and pressure on low-income neighbourhoods, would replicate the experience of 
US central cities in the past 15 to 20 years. 


4 Fora summary see Housing Patterns and Prospects, pp. 59-61, including Fig. 3.2.4 showing estimates of 
non-conventional rental supply annually for Ontario, 1975-94. 


15 In 1995-96, 20% of City of Toronto tenant households had incomes under $12,750 and 30 percent had 
incomes under $17,944 (1996 census, special tabulations). 
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2. STRATEGIES TO RESPOND 


2.1 Ten Strategic Implications of Housing Needs 


The following are some conclusions from the analysis in section 1 of housing needs in Toronto, 
pointing to directions to follow in a supply strategy: 


l. 


10. 


The unaided private sector is not able to provide housing at rents that low-income 
tenants can afford. There is therefore a need for government involvement through 
facilitation, regulation, incentives, and subsidy (direct or indirect, operating or capital). 


The dominance of market housing and the scale of needs mean that market responses to 
low-income needs -- mostly second suites and rooming houses -- must be supported. 


Attention must focus on all four main rental sub-sectors: 
Second suites/basements, Social housing, Private rental, Rooming houses 


Assisting existing tenants and preserving existing “affordable” stock is more significant 
than building new units, in terms of numbers of households affected. 


Some new development is needed to meet rising demand. 


The City must ensure adequate standards and quality in the lowest-rent market sectors 
(rooming houses; basement apartments and other second suites). 


Steps are needed to improve access of low-income tenants to low-rent units 
(enabling them to competing with middle-income tenants for affordable units). 


The scale of the problem requires attention to the relative cost-effectiveness of options. 
A few hundred units a year created or preserved does make a difference. 


GTA-wide action is needed to avoid a rising concentration of GTA low-income 
households in the new City. 
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2.2 Response Options in Four Rental Sub-sectors 


Responses to preserve and expand the supply of “affordable” rental housing are summarized in 
Table A. This combination of approaches is based on the experience and research of this City 
and others over recent decades, addressing the four main rental sub-sectors: private rental, social 
housing, second suites, and rooming houses. An effective strategy must comprise such a range of 
different responses. 


In the remainder of this report, the necessary responses are organized under two headings: 
regulatory and funding tools for affordable housing, and developing new affordable housing. 


“Ensuring standards” (as shown in Table A) is dealt with under the heading of preserving 
existing housing. “Maintaining affordability” (as shown in Table A) is dealt with mainly outside 
this report, in Task Force work on rental assistance. Rental assistance, eviction prevention and 
housing supply should be seen as related and complementary parts of a strategy. 


Table A: Response O; 


R Regulatory Private Rental Social Housing Rooming Houses, 2nd Suites, 

PF Program Low-rent Hotels Basement Apts. 
/Funding 

D Development 


in Four Rental Sub-sectors 


Preserving R Prevent conversion | PF Avoid seil-offs R Legalization R Legalization 
Existing to condominium 
Supply PF Commitment to PF Supports to ensure 
D Option of non- future of stock as economic viability? 
profit acquisition agreements expire 
R Conditions on 
D Regeneration & demolition and 
redevelopment conversion? 


D Option of non-profit 
acquisition 


Maintaining PF Expand rent PF Maintain subsidy PF Expanded Sheiter Allowances 
Affordability Supplement levels 


PF Expanded Shelter 
Allowances 


PF Support/enhance 
access by low- 
income tenants? 


Ensuring R Enforce property PF Adequate capital R Enforce property standards 
Standards standards repair funding (quid pro quo of legalization) 


PF Maintain subsidy PF Rehab loans/grants 


Encouraging R Reduce taxes & charges R Legalization 
New Supply 

PF Bridging no/low-interest loans, etc. 

PF Expand Rent Supplement 


R Affordable housing requirements in 
development approvals 


D City dev’t role 


PF Reinvest subsidy 
savings 


D Capital grants 
D City land 


D/PF CMHC and 
City financing role 
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3. Regulatory and Funding Tools to Preserve and Create Housing 


3.1 Introduction 


Preserving existing housing is the biggest factor in affordable housing supply. Even if we started 
to see large volumes of new supply, today’s existing rental housing both public and private 
would remain the vast majority of affordable housing for many years into the future. 
Development of 100 or 1,000 new rental units could easily be offset by a minor trend of fewer 
basement apartments or conversion of rental units to condominium. 


The City influences existing housing mainly through its regulatory role, which includes land use 
policy (Official Plan, zoning, etc.) and property standards. The City’s funding role will also 
determine the future of social housing which it is now the City’s responsibility to subsidize. But 
the private sector is where a large majority of low-income households live, including those at risk 
of homelessness. Regulations affecting private-sector units have the largest potential effect on 
how many residents are at risk of homelessness. Federal rehabilitation funding is also important 
in preserving housing while keeping it affordable. 


Existing housing stock is also the source of most added moderate-rent units today, through 
creation of basement apartments and sometimes rooms. In the existing stock, creation of new 
units responds to many of the same funding and regulatory tools as preservation of existing units. 


The main framework for policy affecting existing housing is the City’s Official Plan. A process 
has now started to develop an Official Plan for the amalgamated City. The new Plan must set a 
direction that supports preservation of existing affordable housing, and ensures adequate safety 
and property standards for those who live in it. The plan must also encourage creation of more 
affordable housing, both in existing housing stock and through new development. Low-income 
housing must be seen as an integra] part of “city-building” process which the municipality guides 
and mediates through its land use regulatory powers. 


The principal areas for City policy in regard to affordable housing mainly correspond to the four 
low-rent subsectors identified in section 2: private rental apartments, social housing, second 
suites, and rooming houses. Cutting across these four areas, the use of official plan and zoning 
policies and tools warrants special attention, as does rehabilitation funding. 


Preserving existing housing is squarely in the lap of the municipality, although some supportive 
or enabling actions are needed from the Province, along with rehabilitation funding from CMHC. 
Few of these tools are new, but the task today is to make them an integral part of how the City 
does business. 
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3.2 Preserving Private Rental Apartments 


The largest number of moderate-priced units is in the conventional rental apartments. These 
include many units rented by low-income people who pay large shares of income on rent and 
easily risk arrears and homelessness. Close to one-quarter of the sector or some 60,000 private 
rental units (mainly bachelor and one-bedroom) rent at low-end rents of less than $600 a month. 
Private rental production is scarce today and new production will serve strictly the high end, with 
small and only long-term trickle-down benefits for the mainstream rental sector. Preservation of 
existing private rental apartment must therefore be a high priority of the City. 


As documented by the Task Force,'* rent increases have been one of the main sources of loss of 
low-rent units, as they move closer to mid-market rents. Rent control is not an area for feasible 
new action by the Province at this time and is not within City jurisdiction. This section therefore 
does not deal with rent control. 


(a) Preventing Conversion to Condominium 


The biggest threat to the private rental sector is conversion of buildings to condominium, or the 
alternative of demolishing buildings to replace them with condominiums. 


In Toronto’s strong real estate market, there is considerable owner and investor interest in 
converting rental apartment buildings to condominium. A typical unit worth $50,000 to $60,000 
as rental can easily be worth 50% more as condominium -- this can mean a large capital gain for 
the developer who converts to condominium, even after all the legal, consulting, renovation and 
marketing expenses involved. Conversion may also be attractive to tenants with incomes in the 
$30,000 to $45,000 range, who cannot easily afford to buy a home but may be offered “‘first 
refusal” on their units at bargain prices, as part of a conversion plan. The disadvantage is that 
rental units lost are lost forever. Conversion of a few large buildings annually, containing several 
hundred units, would mean a large loss of affordable housing in a very few years. 


From 1986 until it was repealed by the Tenant Protection Act this year, the Rental Housing 
Protection Act (RHPA) gave municipalities the power directly to deny or place conditions on the 
conversion of rental buildings to condominium. The municipality still retains powers under the 
Planning Act to place conditions on approval of plans of condominium, in the same way as it can 
on plans of subdivision. As this report is written, City Council is reviewing proposals to adopt 
City-wide policies on condominium conversion and demolition. The new policy, under the 
Planning Act, would replace and simplify the similar but differing policies that existed in five of 
the former municipalities under the RHPA. Such policies, just like other forms of land use 
regulation, are a restriction on property rights. They are, however, an essential part of land use 
planning which aims to ensure a mixed community and a balance between the social needs of 


16 Robert Genier, Trends in the Conventional Rental Market, [check final title] documented a large shift of 
formerly low-rent units to mid-rent from the early to the mid-1990's (reported in the Task Force’s Interim Report) 
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residents and the imperatives of investment. The strong Toronto real estate market and the repeal 
of the RHPA make condo conversion policies an urgent matter for Council to deal with, in 
advance of the fuller Official Plan process. 


(b) Leveraging Replacement Housing 


The development industry is generating various proposals to demolish relatively affordable rental 
properties and replace them with new condominiums, For the investor, this is an opportunity to 
realize “highest and best use” and get around controls on conversion of existing buildings. In 
these and similar demolition situations, the City still has the leverage the Planning Act gives it 
regarding the plan of condominium for the new building -- but that is little use in preserving the 
rental units if they are already demolished. 


Several tools can be ways for the City to channel capitalized land values from the beneficiaries to 
the losers in Toronto’s real estate market. Property developers create value through construction, 
but also realize (make real) a property value that derives from general urban growth and not their 
own action. The same high land value is precisely what makes affordable housing so scarce in 
large urban centres. Several tools are ways of getting urban growth to offset some of its costs. 


At least four tools should be used by the City in leveraging some share of affordable replacement 
housing when rental buildings are demolished. These tools provide the carrots and stick that 

` enable the City Planning Division to negotiate with developers and achieve some replacement 
housing as an integral part of the proposal that in due course goes to Council for approval. 


e Inclusionary Zoning 


“Affordable” (below-market or low-income) rental components in private developments 
could be required as a condition of land use approvals, as discussed in section 3.6. One of 
the key places to apply such a tool would be for replacement housing. 


‘© Density Agreements 


This is the single most effective tool available to the City to negotiate or require 
“affordable” housing as a condition of approving replacement housing on the site of 
affordable rental apartments. It too is discussed in section 3.6 


«e Demolition Control 


The municipality has some control over demolition, being able to require demolition permits 
under section 33 of the Planning Act. The proposals being considered by Council as of 
December 1998 include a harmonization City-wide of the relevant by-laws. However, the 
City has little power to refuse demolition permits, making them a tool of little value in 
leveraging replacement housing. 
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A wider range of demolition control powers is desirable. The former City of Toronto had 
special legislation which empowered it to refuse to issues a demolition permit for up to one 
year, even when a building permit had been issued for development on the site. This was an 
important added lever in negotiation to achieve replacement housing; it could serve the same 
end for today’s City of Toronto. The Province should pass legislation in the form requested 
by the City, to empower the City with special demolition control powers. The City should 
adopt Official Plan policies to guide its use of such powers. 


e Other Levers 


The City should explore other inducements to obtain below-market or low-income units in 
replacement housing. The City could consider waiving development levies, fees, and 
charges, in return for a certain portion of the replacement units meeting affordability criteria. 
Tools to lever replacement housing should be explored by the Shelter, Housing & Support 
Division and the City Planning Division. 


(c) Apartment Maintenance and Preservation 


The good repair and long-term preservation of rental housing has been a significant concern for 
several years, the subject of some study, and a significant theme in debates about rent control. 
The former City had a few cases of severe deterioration leading to abandonment or loss of 
livability (412 Jarvis St.; 103-105 West Lodge Ave.) which ultimately led to municipal financial 
involvement; all Toronto municipalities had a few properties where property standards 
enforcement never seemed to be enough. A survey of high-rise condition in the city has just been 
completed for the City and CMHC," prompted by the majority of rental high-rises being in the 
25-to-40-year age bracket where expensive replacement of major elements may be required. 
While the study confirms maintenance requirements that are probably manageable in most of the 
stock, there is a minority of buildings in poor condition where major investment is required -- 
and possibly unaffordable. 


Rehabilitation is likely to be a rising issue in the City of Toronto. In most of Toronto’s rental 
sector, good revenue prospects should provide the funds for maintenance requirements. 

However, as stated in the Background Paper for the Homelessness Action Task Force (p. 63) it is 
different for a:minority of low-rent, low-quality buildings. “The most effective tools for 
enforcing repairs have been eliminated under the Tenant Protection Act. Landlords will now find 
a larger share of the market consists of low-income tenants, who (on average) will be willing to 
rent lower-quality units if that means cheaper rents.” The reasonable quality of most housing in 
Toronto’s poorer residential neighbourhoods -- and the contrast to many other cities -- largely 
reflect the apartment building boom of 25 to 40 years ago, rehabilitation programs of the 1970's 
and 80's, social housing built in the past 35 years, and adequate low-end wages and government 


17 Gerald R. Genge Building Consultants Inc. Condition Survey of High-Rise Rental Stock in the City of 
Toronto. (For the City of Toronto and Canada Mortgage and Housing Corporation, November 1998). 
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income transfers that underpinned rental demand. These are all now “history”, and we cannot 
coast indefinitely on that legacy. The City will need to be involved in rehabilitation assistance 
over the next few years, and the scant federal dollars currently available for rehabilitation will 
need to be considerably enhanced. Such programs are the necessary carrot to accompany the 
stick of City property standards enforcement. They are discussed further in subsection 3.7. 


(d) Conversion to Non-profit 


Preserving affordable rental apartments can be done in some cases by transferring ownership to a 
non-profit landlord. The vast majority of private rental apartments will surely remain that, but 
there are good reasons to consider non-profit acquisition as an option in some cases. 


Why spend public money on moving from one form of ownership to another? The option 
responds in many ways to the nature of the problems in the Toronto rental market today. Section 
2 identified a need for about 2,000 new units to meet added low-income need or demand each 
year. But far more prominent than new low-income demand in the 1990's is the shift of the 
tenant population to a much lower income profile (see section 1). The main increase in low- 
income need is in the existing private rental units, and this is a permanent shift. 


Non-profit acquisition has several advantages: 


e Non-profit ownership reduces future rent increases and/or uses them to generate subsidy. 
For private landlords, rent increases in the Toronto market are not mainly driven by costs but 
are pulled by market levels. There is now solid documentation that in markets with strong 
demand, the break-even costs of non-profit housing rise over time at considerably lower 
rates than market rents in private buildings, Therefore, unless we enter a period of general 
deflation, non-profit buildings can offer rents that over time become increasingly below 
market; or they can charge full market rent for some of their units and channel the rising 
surplus (of market rent revenues over costs) toward subsidizing other units in the building. 


e Non-profit ownership can be a way to target lower-income tenants. Most private landlords 
have a preference for middle-income tenants, which gives low-income tenants fewer options 
and ultimately puts more at risk. While it is necessary to tackle access and discrimination: in 
the private rental sector, non-profit ownership is a direct way to give priority to lower- 
income households. Further, non-profit landlords, unlike most private ones, will be 
interested in getting new rent supplement allocations -- and they will be less costly in the 


18 Ekos Research Associates (D. Black and S. Pomeroy), Cost-Effective Housing: A Comparison of Non- 
Profit and Market Housing (for the Canadian Housing and Renewal Association, 1997); Ekos Research Associates, 
Cost-Effective Housing in British Columbia: A Comparison of Non-Profit and Market Housing: Final Report (for 
BC Housing Management Commission, 1997). The former looked at Ottawa and Vancouver while the latter looked 
in more detail at Vancouver and Victoria and the implications. 
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non-profit sector if rents are lower.” Section 4 identifies rent supplement as a key element 
in an affordable housing strategy, and non-profit acquisition is in harmony with that. 


Non-profit acquisition usually goes hand-in-hand with rehabilitation. It is a way to bring 
deteriorating buildings up to standard and keep them there, while keeping them affordable. 
This can potentially apply not only to apartments but to existing residential hotels (SRO’s) 
that house some of the people most vulnerable to homelessness. Acquisition/rehab was a 
small part of most of the non-profit housing programs of 1974-95,”° often combined with 
some addition of units to a site; it is the mainstream of non-profit housing development 
activity in Montreal and most US cities. 


Non-profit acquisition/rehab could draw on existing federal funding, given only modest rule 
changes that can be made within existing CMHC policies -- unlike the new supply proposals 
of section 4 that are entirely “outside the box” of current policy and require federal cabinet 
decisions. Specifically, CMHC rules changes could permit RRAP (see subsection 3.7) to be 
used as an input to non-profit acquisition/rehab. 


Non-profit acquisition is cost-effective. The price of a typical existing Toronto rental 
building is about $60,000 per unit -- compared to at least $120,000 to build a new family 
unit, Non-profit acquisition does not create a new unit but it does supply a new low-income 
unit. Acquisition projects are viable at market rents and every public dollar put in can go to 
subsidize a low-income household, unlike new construction where a lot of dollars are 
needed just to bring rents down to mainstream market levels. Non-profit acquisition of 
existing buildings can “anchor” the affordability of a portion of the rental sector in a market 
increasingly adverse to low-income tenants. With favourable policy and market conditions 
now likely to result in supply of new high-end private rental units (see subsection 1.2}, then 
there may be no net losses to the market rental sector. 


The City’s housing development role, described in section 4, should include support for non- 
profit acquisition and rehabilitation of existing private apartments, as well as new construction. 
Most of the bargain sales that were available in the early and mid 1990's are long since snapped 
up by private investors, but some good opportunities will arise. The City should work with those 
players in the non-profit housing sector that can most quickly make the “mind-set” shift to pursue 
this approach; other players in the sector will follow in due course. CMHC should support such 
projects by making RRAP funding available, as well as the resources discussed in section 4. 


19 Rent supplement is the system where the social housing funder pays a landlord the difference between 


market rent and the geared-to-income rent a low-income tenant can afford, under a jegal agreement for a few units in 
a building. The landlord choses the tenants for those units from among househoids referred from the social housing 
waiting list, (See section 4.) 


20 Precise data are not available but acquisition/rehab appears to account for an average of about 300 to 500 


units annually in the boundaries of the new City, i.e. the difference between annual averages of about 2,400 to 2,500 
total non-profit units and about 2,100 new construction. 
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3.3 Preserving Social Housing 


Existing social housing (public housing and non-profit housing) provides one-third of the City’s 
low-rent units identified in section 1 of this report, and the vast majority of the low-rent units 
suitable for families. It is essential for the prevention of homelessness that this stock of 
affordable rental housing be maintained. Putting more low-income households into the private 
sector will mean more with severe affordability problems and high odds of losing their home. 
Family shelter usage has increased in rough proportion to the increase in severe affordability 
problems, and will continue to do so. 


The threat to social housing and its funding is very real. Social housing subsidies have, like 
many other public expenditures, been significantly cut back since the early 1990's. The City is 
under intense budget pressures, that will increase in the likely event of an economic downturn. 
The number of geared-to-income units in social housing (including rent supplement) has already 
declined by several hundred during the period. Private “Limited Dividend” landlords (see below) 
are buying out of their obligations to CMHC, and CMHC is now selling off rather than bailing 
out the occasional “problem projects”. Plans to sell off some scattered units owned by Ontario 
Housing Corporation have been narrowly averted. 


The City is now responsible, in partnership with the “905" GTA Regions and CMHC, for the 
funding and the future of social housing. This housing can be preserved in four main ways: 
maintaining subsidy levels, renewing expiring subsidy agreements, rescuing threatened 
properties, and undertaking some regeneration and redevelopment of older public housing. 


(a) Maintaining Subsidy Levels 


Preservation social housing is quite directly a matter of maintaining adequate levels of subsidy. 
These subsidies cover the difference between market rents and what low-income tenants can 
afford. For newer buildings (built since the mid-1980's), subsidy also covers the difference 
between market rents and the higher break-even costs due to the large mortgages. Fiscal 
pressures have led to subsidy cutbacks that have forced efficiencies in management, but few 
people believe that much “fat” is left. Reductions in subsidy will soon mean fewer geared-to- 
income units. 


Adequate subsidy is also important for two other purposes. The concentrations of increasingly 
low-income families and the sharply rising average age of senior tenants mean that housing 
agencies must have tenant support staff, community workers, and social workers that private 
landlords do not have. Beyond that, preserving social housing means keeping it in good repair, 
preventing the downward spiral seen in some projects in other cities, and ensuring its livability 
for years into the future. The average social housing project is now 20 to 25 years old, and 
neglect over the next decade would be a calamity. Adequate capital funding must be available 
for major repairs. 
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(b) Renewing Expiring Subsidy Agreements 


When Metro Housing Company built its first seniors projects in the late 1950's, it took out 50- 
year mortgages and in due course entered into subsidy agreements matched to the life of the 
mortgage. That far 50-year future is about to arrive. The first mortgage and subsidy agreement 
expires in 2007, with almost one agreement expiring annually thereafter, soon joined by the older 
MTHA properties which had slightly longer subsidy agreements. There is no provision in place 
for subsidy after that point. As these projects cannot break even at geared-to-income rent levels, 
a large share of units in them would have to move to market rents upon expiry of the subsidy. 


The proposed agreement governing CMHC devolution to Ontario provides fr a gradual reduction 
in total federal subsidies to zero over a 30 to 40 year period, reflecting the expiry of such project- 
level agreements. Under the proposed agreement, federal government will spend approximately 
$600 million less annually on housing subsidy in Ontario by the end of that period. 


Various options can be conceived to forestall this prospect of expiring subsidy. The most 
obvious is new rent supplement agreements, payed by federal/municipal cost-sharing -- which 
would not require CMHC to recommence running programs but would be a way for it to reinvest 
its subsidy savings back into housing. Another option would be to lose some of the geared-to- 
income units in the old projects, so that they run on a break-even basis with a mix of geared-to- 
income and market-rent units, but to replace the lost geared-to-income units with ones in new 
projects. Other options could be endowment funds or redevelopment. Whatever the option, the 
federal government must reinvest its subsidy savings, and now is the time to start planning how. 


(c) Rescuing Threatened Properties 


Action can be taken to preserve as affordable housing certain social housing projects that may 
potentially be lost, and possibly some “Limited Dividend” (LD) projects. Private LD housing is 
a form of quasi-social housing operating under low-cost federal mortgages in return for limits on 
tenant incomes and rents (similar projects include Main Square). The difference from the 
conventional private sector is notable, with rents more than $100 below market for small units 
and more than $300 below market for large ones.” Many of the over 10,000 units in these 
buildings have been a major site of first settlement by new immigrants.” The downside of such 
low rents (often on top of cheap initial construction) has sometimes been poor maintenance. 


Since the mid 1990's their owners have been permitted by CMHC to buy their way out of those 


21 As of October 1997, average rents were $556 LD vs. $683 CMHC market rental survey (1-Bedroom), 
$609 vs. $818 (2B), and $641 vs. $985 (3B). As of mid-1998, 6,142 former LD units were no longer that, while 
4,471 remained. i 


2 Robert Murdie, Social Housing in Transition: The Changing Social Composition of Public Sector 
Housing in Metropolitan Toronto (CMHC, 1992) 
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agreements, thereby readying their buildings to move toward mid-market rents over the next few 
years. The majority of LD units have now been bought out of their CMHC agreements, but 
CMHC should try to preserve the rest. CMHC and the City, as an aspect of the proposed 
development partnership, could examine the feasibility transferring some of these properties to 
non-profit ownership. LD buildings may be leading candidates for use of enhanced RRAP funds 
(see subsection 3.7) to cover some of the costs of much-needed rehabilitation. 


Defaulting non-profit projects require a different approach. These involve the rare community- 
based or tenant-run boards of directors whose poor management or bad luck leads to arrears, non- 
adherence to subsidy agreements, and/or mortgage default. The option formerly pursued by 
CMHC in such cases was to bail out the project and transfer it to a better agency to manage 
(which is how the municipal housing company acquired its Senator Croll and Huron-Madison 
projects in the Annex). Lately, CMHC’s preferred option has been to take over the projects and 
sell them on the market to private investors. CMHC (and the Province after federa! devolution) 
should reinstate a priority to maintaining defaulting social housing projects as social housing, and 
should advise and consult with the City on any such cases that arise within City boundaries. 


(d) Regeneration and Redevelopment 


The average public housing project in Toronto is about 30 years old and the oldest is about 45. 
Some of the older projects have antiquated buildings, but have potential for development or for 
“regeneration” which means major renovations and/or change in the tenant and income mix. 
Regeneration and redevelopment are expensive but are valid options in some cases where a 
business case can be made. The sites involved include some older municipal housing buildings 
funded under the public housing program, as well as provincially-owned MTHA projects, several 
being ones on which the City has reversionary ownership rights, and most involving minority 
City equity. Such projects involve the three levels of government in either equity and/or subsidy. 


Public housing or “council housing” regeneration has become a significant priority in the US and 
Great Britain, reflecting their numerous deteriorated projects which face much bigger physical 
and social problems than anything in Toronto. But regeneration has received some attention in 
Toronto. Ontario Housing Corporation is negotiating a plan to redevelop the northeast corner of 
Regent Park -- an example of the potential benefits as it would create new market units (and 
therefore income mix) while replacing old geared-to-income units with new ones. The municipal 
housing company has reviewed the redevelopment potential of its sites, identifying possibilities, 
and preliminary ideas for the redevelopment of Lawrence Heights have also been put forward. 


All public housing regeneration involves a combination of existing provincial and City equity; 
City and federal subsidies; community process involving City planners, councillors, the housing 
agency, and residents; and City land use approvals. They are an excellent way to keep CMHC 
and the province involved in housing. The municipal housing company and MTHA should 
collaboratively explore the potential for public housing regeneration and redevelopment, and 
CMHC should be fully involved. l 
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3.4 Encouraging Second Suites 
(a) Issues and Arguments 


Second suites, also known as accessory units or in-law suites -- mostly basement apartments -- 
number about 100,000 units in Toronto and comprise about one-fifth of all rental stock. Their 
rents are usually lower than for similar-sized units in apartment buildings, making them a main 
source of affordable housing for lower-income tenants. Creation of second suites has filled the 
shortfall in rental supply in Ontario for the past 20 years.” They are a cost-effective market- 
driven alternative to new construction, and unlike new construction they do not require subsidy. 


Second suites are important in providing additional income to moderate-income people who 
otherwise could not afford to buy an home within the City. It has been pointed out that they are a 
way of making good use of the City’s existing low-density housing stock which houses far fewer 
people than a generation ago. In some cases they are occupied by a relative, nanny, or other 
person associated with the home-owner. 


Second suites present some issues for the municipality: 


* They are not permitted under the zoning for most low-density residential areas. Specifically, 
they are permitted in most areas of the former cities of Toronto, York and Etobicoke but not 
in other areas. 


* They may not be accompanied by additional off-street parking spaces, which may result in 
on-street parking or in parking problems. 


e Many units do not meet health and safety standards. Common problems include inadequate 
natural light and ventilation, and inadequate fire safety. 


* They may present issues in landlord-tenant relations. This can include less landlord 
tolerance for certain tenant characteristics or behaviour, less than full adherence to landlord- 
tenant law, landlords fears about “problem” tenants and difficulty of eviction, and reticence 
of tenants to insist on their full rights when the unit is illegal and can be taken at any time 
for the landlord’s own use. 


Many people apparently regard this illegality as satisfactory, the attitude being: tolerate it but do 
not give it legitimacy. The enormous number of illegal second suites suggests that supply has 
not been much deterred by the law. Second suites may be seen as diminishing the quality of 
single-family residential neighbourhoods and therefore as not desirable. On the other hand, if the 
style and behaviour of tenants is unobtrusive, the appearance of the house unchanged, and it 


a Housing Patterns and Prospects, pp. 59-61, including Fig. 3.2.4 showing estimates of non-conventional 
rental supply annually for Ontario, 1975-94.; Ed Starr paper for the Task Force. 
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helps the owner pay their mortgage, they are tacitly accepted. It has been shown that overall 
public opinion is favourable to permitting home-owners to have second suites.“ As for 
neighbourhood quality, the reality is that most low-density neighbourhoods in Toronto have large 
numbers of them, and some of the biggest concentrations are found in upper-priced districts such 
as the Annex, Midtown and Willowdale. 


Many municipalities have grappled with these issues and moved toward some form of 
recognition or legalization.” These include Vancouver, Bumaby B.C., Saskatoon, and the. 
former Cities of Etobicoke and York. Ontario legislation in 1994 gave blanket legality to second 
suites, subject to their meeting standards, until this provision was repealed in 1995/96, 


Various approaches to zoning have been taken. These include blanket legalization, 
neighbourhood-by-neighbourhood processes to review the issue; establishing temporary policies 
during which some units will be brought up to standard and others phased out; use of temporary 
permits; spot rezonings; adopting policies to govern zoning variance applications; adjusting 

‘zoning regulations such as ceiling heights or parking; licensing of second suites; and issuance of 
certificates for properties that meet standards (to give comfort to lenders and purchasers). 
Processes of municipal inspection, setting out upgrading requirements for each property, and 
assistance with upgrading are also seen in some cases. 


The issues of standards is complex. Many or most second suites lack second exits required under 
the Fire Code. Most houses having second suites lack the fire separations that the Code requires 
between adjacent dwellings. Many have little natural light or ventilation. Second suites may be 
there for a few years and then incorporated back into one dwelling with the rest of the house; or 
that may be the owner’s expectation. The blanket legalization then de-legalization of second 
suites in 1994-96 leaves an uncertainty regarding which second suites may have existed and met 
standards at that time and therefore, in zoning terms, be legal non-conforming rather than illegal. 


The “underground” quality of second suites relates not only to physical characteristics and zoning 
but also to income tax and perhaps property tax. It is generally thought that most owners of 
houses with second suites do not declare the income for tax purposes. The presence of a second 
suite may also potentially affect the property value (more likely upward than downward, given 
the rental income). This would have implications for taxes if the property assessment system 
were to move toward properly documenting second suites, tracking the flux of units as they come 
and go, and reflecting this in assessments. 


*4 Ontario, Municipal Affairs and Housing, Apartments in Houses: Some Facts and Figures (1992). 


25 Documented Canadian cases include: Legalization of Secondary Suites in Surrey, B.C. and Construction 
Standards for Secondary Suites: City of Saskatoon (both for FCM, CHBA, CHRA and CMHC - “Affordability and 
Choice Today” program, 1997) 
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(b) Legalization 
The City should move toward zoning that recognizes second suites, for four main reasons. 


e They should be recognized as a valid part of the housing stock, an adaptation of the housing 
stock to the needs of the population as it has changed over the past generation. Instead of 
having one large family in a house as was once usual, today we have two small households. 
Basement apartments are today’s equivalent of upper-and-lower duplexes that became 
commonplace in older parts of the City in the 1930's through 1950's as the population 
changed. Zoning should recognize the reality of the City today. 


* More importantly, the City should put itself in a position where it can ensure adequate health 
and safety standards, and where landlord-tenant relations are encouraged to be on a basis of 
law. Upon legalization, the City can start pursuing adequate standards without undermining 
unhousing tenants or making mortgages unaffordable. 


e The work of the Task Force also shows that good policy on low-income housing must be 
based on good information on housing supply. This will be assisted if the second suite 
sector is recognized and counted rather than “underground”. 


e — It is possible that legalization may encourage new supply (although this is by no means 
certain) or that it will give security and permanency to this part of the housing supply. 


A realistic goal would be to permit second suites in most, but not all low-density residential 
areas. As first steps, second suites should be permitted as soon as possible in new low-density 
residential developments, in areas now zoned for low-density multiple housing such as 
townhouses and semi-detached, on sites abutting “arterial roads”, and in areas near rapid transit 
stations. The Chief Planner should initiate this process. Zoning changes should be made on a 
City-wide basis, through omnibus amendments to the different zoning by-laws (since separate 
by-laws and zoning categories in the former municipalities are likely to continue in place for 
some years). A process should also be instituted to encourage owners of seconds suites outside 
such areas to come forward with applications for legalization. 


In association with zoning change, the City should undertake a process to better ascertain what 
the actual conditions are, the magnitude of shortcomings vis-a-vis standards, and the potential to 
modify the standards to suit the housing form. For exampie, zoning and could involve reduced 
parking requirements, reduced light and ventilation standards, lower permissible ceiling heights, 
and excluding basement space for purposes of calculating GFA (gross floor area) and lot 
coverage. Fire standards could include permitting second exits that lead into the other dwelling 
unit in the house. 
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(c) Practical Assistance 


The City may consider assistance or incentives to encourage owners to bring units up to 
standards, depending on the actual conditions. The City should make it easy to move toward 
being open about having a sub-standard unit and bringing it up to standard in stages. The City 
should direct some federal rehabilitation funding toward helping moderate-income home-owners 
bring second suites up to standard (see section 3.7). 


It is not desirable that the Tenant Protection Act be changed to provide for easier eviction in the 
case of second-suite tenants. Noisy or bothersome tenants are a problem for any neighbour; they 
are not a worse problem when the neighbour is a home-owner upstairs rather than a tenant 
upstairs. Tenants in second suites have just as much need for security of their home as tenants 
elsewhere. The imbalance of market power between the owner (landlord) and the tenant is at 
least as present in second-suite situations as in apartment buildings; the law is still as needed to 
deter potential discrimination or abuse. Home-owners who rent out units and tenants who rent 
them undertake certain mutual obligations, just like employers and employees in home 
businesses; an exemption is inappropriate. Second-suite landlords always have the ability to 
legitimately reclaim the unit for their own use, with notice. Concerns about the difficult tenant or 
difficult landlord should be dealt with through the Ontario Rental Housing Tribunal, which 
should give due regard to the special situation of second-suite landlords and tenants. 


The City should undertake a communication strategy to explain its legalization strategy, its 


review of standards and the standards that apply, the steps home-owners can take, and the 
assistance that the City may be able to offer. 
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3.5 Encouraging and Supporting Rooming Houses 
(a) Seven Salient Issues 
Recognizing the Significance of the Rooming House Sector 


Rooming houses accommodate an estimated 6,000 to 10,000 of the lowest-income people in the 
City. In a rooming house each person, or sometimes more than one person, rents just one room 
and has use of a shared bathroom. A shared kitchen and lounge may be provided, but this is rare 
except in non-profit cases. If it is a boarding home then meals and housekeeping and sometimes 
other services are provided along with accommodation. Another variant is the “bachelorette” 
where cooking and sometimes bathroom facilities have been installed in the room, making it into 
a self-contained mini-suite -- which most tenants prefer. In Toronto usage, “rooming house” 
includes low-rent residential hotels (“SROs”). Many of same the issues apply to shared or 
collective households, where several unrelated people live together in a house as one household. 
Any of these forms can be either in the private sector or in socia! housing. 


Rooming houses are one of few market housing options available for $350 to $450 a month, 
which what is affordable by people with annual incomes under $12,000 or so. Toronto has 
60,000 non-family households (1996), mainly singles, in those income ranges, and they live in all 
parts of the City. They include people with psychiatric or other disabilities, others on social 
assistance, students, newcomers or migrants from other parts of Canada who are single, and 
people working in minimum-wage jobs. For those who cannot get social housing and who lack 
the social connections, employment or student status, or last-month’s-rent savings that it takes to 
get a shared apartment, rooming houses are the only option. 


Rooming and boarding houses were once more widespread and accepted as single-person 
housing. Only since the Second World War have ubiquitous electrical appliances and rising 
average earnings made living alone a viable option for most singles. Likewise, until that time, 
the average home-owner family as often as not had a boarder whose rent -- like the basement 
tenant today -- helped pay the mortgage. 


Today, rooming houses are the “bottom rung” in the housing market. Rooming house residents 
are more diverse than commonly thought, and include many students and low-wage workers -- 
and increasing numbers of single parents. There are even a few upscale rooming and boarding 
houses in the city. But a large part of the sector is the housing option for people who have been 
homeless and are at risk. Many people move periodically between hostels and a rooming house, 
depending on whether the monthly cheque lasts, the vagaries of irregular employment, inevitable 
conflicts with landlord or other tenants, or crises related to addictions or mental health. Rooming 
houses, like supportive housing (although each is very different), are an essential housing option 
for getting people out of the hostels and preventing them from needing hostels. 
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Adverse Trends 
Four adverse trends are being seen in the rooming house sector in the mid and late 1990's. 


Declining supply: The supply of rooming houses has been diminishing. Licensed rooming 
houses have declined fairly steadily in the former City of Toronto, from 1,202 when licensing 
and proper records started in 1974, to 603 a dozen years later and 393 today (1998). Rising and 
expensive regulatory requirements, competition from middle-class home-renovators and the 
chance to sell out to them, careful zoning strategies to stabilize neighbourhoods and discourage 
speculation, and generally declining economic viability, have all played a part in this decline. 
The downward trends has been somewhat offset by increases (of unknown scale) in rooming 
houses that are not licensed or otherwise permitted, in all former municipalities in the City. 


Rising low-income demand: Loss of supply has happened during the same period -- the past 15 
years and especially the 1990's -- when numbers of low-income single people have been sharply 
increasing. It appears that the social profile of rooming houses has shifted and affordability 
problems have risen, Observers (operators, housing help centres, social agencies, City staff) 
believe that during the 1990-93 recession the percentage of rooming house residents on social 
assistance rose as people lost their low-paying jobs and then their UI, and as fewer workers 
migrated to depressed Toronto from elsewhere. 


Latterly, with ongoing declines in low-wage incomes, and with tighter rental markets and rising 
rents for bachelor and one-bedroom apartments, observers see people who could once afford 
apartments competing with the poorest for rooming house units. Those on social assistance or 
with inferior tenancy histories, or who have trouble getting along with the landlord or other 
tenants, find themselves with narrowing options, Strong rental demand meant that in Toronto 
(unlike most other Ontario cities) the welfare benefit cuts of 1995 did not lead to lower rooming 
house rents except in an estimated one-quarter of the stock. With $400 of a $520 monthly 
cheque commonly going to rent, the risk of arrears leading to homelessness is much higher. 


Presence of other social issues: With $400 of a $520 monthly cheque commonly going to rent, 
the social profile of those rooming houses where many tenants are on welfare has become one of 
privation. Such changes, along with cutbacks or non-expansion of services (including mental 
health services) have meant that parts -- not all -- of the rooming house sector now has larger 
shares of tenants who manage poorly on their own and have high needs for social, psychological, 
and practical support. 


Declining economic viability: The potential for further loss of rooming house stock looks large. 
Economic viability is poor, especially as incomes decline. Former legal prohibitions against 
removal of stock are gone (RHPA, discussed in section 3.2). Mortgage financing is difficult to 
access and expensive to get. Regulatory requirements are higher. Property tax reform is 
imposing large costs on a significant number of rooming houses because they are shifting from 
the Residential/farm tax class to the Multi-residential class which is taxed at a higher rate. 
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Intertwined Housing and Social Issues in Some Cases 


Many rooming houses provide decent, cheap accommodation at acceptable standards. They are 
innocuous to their neighbours and have no trouble passing annual inspections an licensing 
requirements. Some are located in the City’s most desirable neighbourhoods (especially the 
Annex), or they are “illegal” non-permitted, unlicensed rooming houses that go unnoticed, tacitly 
tolerated, or ignored by neighbours. 


A significant number of rooming houses, however, especially in the East Downtown and 
Parkdale, have tenants with very low incomes and high social needs. The housing issues of 
concern to neighbours and City inspectors are closely entwined with social issues. Some of the 
lowest-quality rooming houses serve a function by renting to “hard to house” people that other 
rooming hose landlords will not accept. “Housing” problems like arrears, property damage and 
fire risk, eviction practices, noise, etc., often related to social issues such as tenants’s cleanliness, 
drugs, or inability to care for themselves, or erratic behaviour linked to mental illness. Providing 
stable living places in this part of the rooming house sector involves social supports as well as 
attention to physical quality and landlord-tenant issues. It requires mental health services, social 
supports through drop-ins and other agencies, mediation, help with social assistance and job 
training, and so on. It is important not to blame the housing form --the rooming house-- for such 
needs, but rather to deal with the social issues through appropriate services. 


Housing Quality and Standards 


Housing quality and safety standards are persistent issues in the rooming house sector. Most 
rooming houses are well maintained and pass their annual inspection without difficulty. In some 
cases, however, the market response to low-income demand is not only small units but lower- 
quality units. Upgrading costs money which either eats into profit margins (potentially reducing 
viability) or must be reflected in higher rents. Two other factors contribute to low standards. 
The first is transitory use. In the past, many rooming houses were seen as a transitional use of a 
property, pending redevelopment, with no pay-off to be had from upgrading. Today, some 
owners are reluctant to be in the business and want to avoid throwing good money after bad. 
Secondly, the imbalance of power between landlord and tenant is most marked in the rooming 
house sector. Tenants have very few housing options, and will often not demand their rights lest 
the landlord evict them. Tenants have little leverage to demand adequate quality and safety. 


The Downside of Regulation 


Mainly for reasons of ensuring quality, rooming houses have become a highly regulated sector, 
subject to licensing requirements (since 1974 in the former City), special Fire Code retrofit 
requirements, and periodic property standards inspections. Regulation has at times been 
introduced in bursts -- responding to neighbours’ concerns or to fires, but not always to tenants’ 
needs or to the imperative to preserve existing housing. Different regulations (Fire Code and 
Building Code) are sometimes in conflict. Some residential hotels are subject to provincial and 


28 


not City regulation. 


City staff involved in rooming house issues are aware that regulation imposes costs on landlords, 
and that higher standards can reduce viability and reduce the supply of rooming houses. Closing 
down of substandard or unlicensed houses can mean de-housing people who have little money 
with which to find another place either temporary or permanent. Some landlords believe that 
annual licensing creates an uncertainty in lenders’ eyes that makes it difficult to get mortgage 
financing. The rise in unlicensed rooming houses may be partly a response to increased 
regulatory requirements -- part of the “underground economy” just like under-the-table 
employment or home renovation. If stringent regulatory requirements induce more owners to 
operate outside the law, there is more risk of truly unacceptable or dangerous conditions. 


In sum, there is a real tension between housing quality and housing supply. Standards must be 
enforced, but in such a way that housing is not lost. 


“Illegal” Rooming Houses and Fair Share Issues 


Many rooming houses exist which are “illegal” -- a term that can refer to one or more of various 
things. It can mean they are not a permitted /and use under the zoning. It can mean the property 
does not meet zoning standards such as parking or minimum unit sizes. It can mean the property 
is not licensed -- whether or not it meets standards. It can mean that, not being licensed and 
inspected, it fails to meet quality and safety standards that, under the Fire Code, Building Code, 
or property standards by-law, apply to occupancy by roomers but not by a family. If it does not 
meet standards, it may or may not have conditions that are truly dangerous or unhealthy in fire 
safety, physical condition, heating and ventilation, etc. It is important not to react to the label 
“illegal”, but to look at the specific issues involved in each case. 


Clearly, some rooming houses are “illegal” to avoid the costs associated with licensing and 
retrofit. Other rooming houses may be illegal partly because it is believed that they can get 
mortgage financing as conventional houses which they could not get as rooming houses. Other 
rooming houses are illegal because the former municipalities have not permitted them. Rooming 
houses exist in most parts of the City, but are legal only in most parts of the former Cities of 
Toronto and York and in limited areas of Etobicoke. 


Doubtful Economic Viability 


Limited information is available on the economics of rooming house operations and their 
viability for existing or new investors. Nevertheless, thee is cause of concern and the declining 
stock tells a story. The situation probably varies greatly from property to property, but for many 
landlords the margins are small. Owners with large mortgages for properties acquired in the 
high-cost market of the 1980's may be worst off. Property tax reform has shifted numerous 
rooming houses from the Residential tax class to the Multi-residential class where rates are 3.7 
time higher. Cuts in welfare benefits to singles were a direct hit on aggregate potential demand, 
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risk of arrears, and rental revenues of rooming houses. Public action can improve affect viability 
in various ways, affecting mortgages, taxes, and cash flow. 


Implication: A Special Public Interest 


The seven issues just outlined all amount to reasons for a special public interest in rooming 
houses. They house the people most vulnerable to homelessness, and are an alternative to the 
social and fiscal costs of street homelessness and shelter use. They are the main low-rent option 
for low-income singles, more so today given the lack of new subsidized housing. They present a 
complex combination of housing and social needs among people who have trouble making it on 
their own resources. They face threats of dwindling supply, decreasing affordability, declining 
viability and rising demand. There are legitimate concerns around housing quality and 
neighbourhood acceptance. They house a tenant population that has few options and little power 
in the market, and needs protection and support. 


As well, the municipal housing company is the largest rooming house operator within the City 
boundaries (about 350 units in South St. Jamestown), and City funds a few hundred rooming 
house units under the non-profit housing programs. 


The City must respond with policies that strike the right balance in these complex issues. The 
City must be sensitive to the need to ensure standards while encouraging, not discouraging, 
supply. As in other areas of housing supply, the City must take the lead, but must draw on 
resources from other levels of government. 


(b) Successful Public Responses 


Several responses have been successful in Toronto and other cities in helping ensure adequate 
supply, standards, and social conditions in rooming houses: 


* a special regulatory system to ensure housing quality 

¢ multi-partner, multi-faceted responses in problem cases 
e availability of rehab assistance 

* use of per diem payments in high-needs cases. 

¢ arole for the non-profit sector 


A Special Regulatory System to Ensure Housing Quality 


Toronto, like many other cities, has a system of rooming house licensing. It ensures proactive 
inspections for adequate safety and housing quality. The Rooming House Review of the former 
City (1992) reaffirmed this system while making certain adjustments. Opinions are somewhat 
mixed, however, on the effectiveness of this system. For the good-quality rooming houses that 
easily pass the annual licensing requirements, it almost seems superfluous. For the problem 
cases, it does not accomplish the goal of ensuring adequate standards, and cannot address the 
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economic and social roots of many of the problems. More and more rooming houses appear to 

be operating outside the licensing system. A special system to address the unique quality issues 
of rooming houses is clearly needed. As the City harmonizes its processes on a City-wide basis, 
it should review of what approaches have been found most effective in Toronto and other cities. 


Multi-partner, Multi-prong Responses in Problem Cases 


The intertwined housing and social issues demand a response that is interdepartmental, brings in 
landlords and community agencies, and deals with economic and social as well as housing issues. 
Two main examples illustrate this. 


The City has a Rooming House Working Group consisting of staff and representatives from 
landlords, tenants, and community agencies. This has been in existence at the former City in its 
current form since 1992 (in a prior form since the 1980's). Staff involved come from 
departments and divisions including Shelter Housing & Support, Licensing & Standards, Fire, 
Public Health, and Legal. This has been an way to ensure communication among parties with 
divergent mandates and perspectives. It has been a vehicle for ensuring collaborated, multi- 
faceted response in cases where housing supply, health, economic, support service, landlord- 

` tenant, and housing quality and safety issues all intertwine. 


The most notable multi-faceted response to rooming house issues was the Rupert Pilot Project of 
1991-93 (with operating funding lasting until 1994/95). Originating in a community response to 
a fatal rooming house fire, a coalition was formed which used public money to upgrade and 
acquire rooming houses. The elements were community-based, private-sector, and government 
partners; funding from three provincial ministries and the City; and a combination of housing 
supply/upgrading along with support services and monitoring of standards. Key resources 
(borrowing from the Habitat boarding home model of supportive housing) were rehabilitation 
loans of up to $15,000 per unit, totalling $2.4 million; per diem subsidies of $5 per bed to private 
owners of rooming houses and boarding homes, totalling about $700,000 over two years; funding 
for non-profit acquisition/rehab of properties via non-profit housing programs; and some support 
funding. 


Outcomes of the Rupert Pilot Project were rehabilitation of 160 private rooming and boarding 
house units, two years of per-diem subsidies under a monitoring contract to ensure good 
standards and living conditions for 198 private units; and funding of 307 non-profit units (about 
3/4 acquisition/rehab and the rest new construction). The process involved seven non-profit 
housing agencies, eight private landlords, three community agencies doing monitoring or 
support, and very active collaboration by provincial and especially City staff. This high-resource 
approach is by no-means needed in the whole rooming house sector, but it is effective for houses 
with multiple physical and social problems.” 


26 Yim Ward, Evaluation of the Rupert Pilot Project (1993); Rupert Community Residential Services of 
Toronto Inc., Rupert Incorporated Pilot Project: Self-Evaluation and Recommendations (1993). 
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The City should continue to pursue multi-partner, multi-prong approaches to the parts of the 
rooming house sector with intertwined housing, economic and social problems. 


Availability of Rehabilitation Assistance 


All former municipalities have been involved in public funding for upgrading of housing, as 
discussed below in section 3.7. For rooming houses, three main funds have been used. Within 
the Residential Rehabilitation Assistance Program (RRAP), there is Rooming House RRAP, a 
separate CMHC allocation that has ranged from $0.4 to $1 million annually. The City also 
administers the Contract After Care (CAP) program, a revolving fund using Ministry of Health 
dollars to provide loans at 2% interest, specifically for upgrading in boarding homes monitored 
by Habitat Services to house people with psychiatric disabilities. CAP capital complements the 
per-diem subsidies provided through Habitat on the operating side. The former City also in 
1991-92 administered the $2.4 million provincial TRI-LRRP (Toronto Rooming House Initiative 
of the Low Rise Rehabilitation Program) funding used for the Rupert Pilot Project. In total, 
about 1,000 rooming and boarding home units have been rehabilitated with public funding 
assistance over the past decade. 


Unfortunately the funding now available is minuscule; the opportunities to enhance it are 
discussed in section 3.7 


Use of Per Diem Payments in High-needs Cases 


Private rooming houses will largely remain private businesses, but public assistance is sometimes 
warranted. The long-standing example is Habitat Services, where per diems of usually $14.70 
($447 monthly) with 80/20 provincial/municipal:cost-sharing are paid to boarding homes housing 
people with psychiatric disabilities. A per diem is a form of operating subsidy. Habitat is a 
special case, being supportive housing and not just rooming houses. But there are quite a number 
of rooming houses and non-Habitat boarding homes with high social needs. Per diems at a of $5 
($152 monthly) were also used in such circumstances in the Rupert Pilot Project. There is now a 
proposal to extent Habitat per diems to portions of the rooming house (not just boarding home) 
sector, to ensure quality of life in properties with high social and other needs. 


Per diem funding serves two purposes. 


e It is a lever to ensure adequate standards. In boarding homes, this means basic things such 
as no more than two people per room, adequate lighting and toilets, clean food, personal 
storage space and fresh bed linen. In rooming houses more broadly, it is a matter of good 
repair, having kitchen facilities, handling landlord-tenant relations by the book, and ensuring 
access by workers from community agencies, Contract law, and the threat of losing subsidy 
revenue, can be a more powerful enforcement tool than property standards inspections. 


e The per diem provides cash flow to the owner/operator. This is a simple inducement, of 


32 


course, but it also covers the very real costs of adhering to standards. It also preserves 
boarding home or rooming house stock that would otherwise be sold to a higher bidder who 
would convert it to up-market flats or non-residential use, or redevelop. 


Use of per diem subsidies should continue to be an available tool to ensuring economic viability 
and adequate living conditions, for rooming houses and boarding homes housing people who are 
among the most at risk of homelessness. 


A Role for the Non-profit Sector 


Just as with other forms of housing, there is a place in the rooming house sector for non-profit as 
well as private owners and landlords. The decline of rooming house stock and the need to 
provide homes for low-income single people led several community agencies to rent and acquire 
rooming houses, starting in the 1970's and accelerating once supportive housing funding became 
available in 1987. Many agencies’ target groups are people who have been homeless, or who 
have psychiatric or other disabilities and are at high risk of homelessness. Non-profit operators 
use public funding to pay extra property management/tenant relations staff to help deal with the 
many issues facing tenants, or support staff with specialized skills. Many non-profit groups 
support residents to function as collective households with mutual responsibilities, not just as 
rooming houses. 


For non-profit as for private operators, rooming houses offer the cheapest costs per person. In 
several prominent cases, non-profit acquisition was the solution, with City support, for a property 
having complex and severe social and other problems. The municipal housing company acquired 
its rooming houses as a by-product of redevelopment battles of the 1970's, and kept them in order 
to preserve low-income singles housing. The City and the “905" also fund several hundred 
rooming house units as part of their annual subsidy to social housing. 


The non-profit housing sector continues to see involvement in rooming houses as a cost-effective 
option to provide housing to people most at risk of homelessness. The City should support the 
sector in its role, complementing its support for private rooming house operators. 

(c) Other Public Actions Required 

Wider Zoning Permission 

Zoning which prohibits rooming houses is typically based on concerns for neighbourhood 
quality; but to prohibit rooming houses is to reduce the availability of housing to people at most 
risk of homelessness. The low-income singles population is growing in all parts of the City, yet 


land use regulations have not responded to this. 


Regardless of zoning, the market will dictate that most rooming houses continue to be in central 
or older parts of the City. Many residents in areas of the City with large numbers of low-income 
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single people believe their neighbourhoods are being asked to house all the people most at risk of 
homelessness while other districts of the City are not. Principles of “fair share” response to 
housing needs (equitable access to housing across the City) make it imperative that the City look 
at widening the permission under zoning by-laws across the City, in suitable locations. This 
would recognize existing reality, and permit the market to respond to housing needs. 


Suitable locations for as-of-right zoning include sites on main roads (whether the current zoning 
is residential or commercial), and areas immediately near rapid transit stations. The City 
Planning Division should initiate a process leading to zoning change to permit rooming houses in 
such locations across the City. 


Facilitating Mortgage Financing and Insurance 


Difficulty in accessing mortgage financing and also insurance is identified as a significant issue 
for rooming house operators. When they obtain financing, it is at higher rates that reflect a 
higher perceived lending risk. It appears that virtually no lender is well informed about the 
rooming house sector. This difficulty may be reinforced by various zoning, taxation, and other 
regulatory requirements. 


These problems can be mitigated by a public role. Mediating lending risk is the preeminent 
expertise of CMHC, and it should turn its attention to rooming houses. This could take the form 
of research and consultation done in collaboration with the City of Toronto and other interested 
municipalities. The outcome could be policies to improve access to mortgage financing and 
lower the costs of borrowing to normal market levels. 


Taxation 


As noted earlier, property tax reform has shifted numerous rooming houses from the 
Residential/farm tax class to the Multi-residential class where rates are 3.7 times higher. 
Informed observers fear that many rooming will be forced out of business; or they will be force 
to raise rents which will result in residents most at risk of homelessness having to leave and 
being replaced with students and working people. This by-product of tax reform appears to 
amount to a direct imposition of costs on some of the City’s most vulnerable residents. The 
revenue involved for the City is small in the broad scheme of things. 


The City should explore options for reducing the tax burden on rooming houses, starting with 
ones who have had large increases as a result of property tax reform. Options may include a 
special tax class for rooming houses, rebates, or other measures. Council should adopt the 
required policies once solutions have been identified, and the Province should support these with 
any legislative amendments or Ontario Regulations that may be required. 
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3.6 Land Use Tools for Preserving and Creating Housing 


The Planning Act is the main tool the municipality uses to govern the process of urban 
development and redevelopment. The housing’ market is a large part of urban development, and 
Toronto’s housing market today is unaffordable to many low-income people. Land use tools are 
a way ensuring a balanced community, and of mediating the different interests affected by urban 
development, particularly the interests of investors and those of existing local communities. . 
Urban space and land use are inextricably linked with social space and social change. Affordable 
housing is an issue as important as any other when it comes to governing urban development. 


(a) Official Plan Policies 


The Official Plan is the high-level framework that guides ongoing physical growth and change 
across the city. In law, it specifically governs land use regulation, and binds the City in its 
corporate operations. As policy, the Official Plan has usually had a broader significance as a 
statement of City policy on a wide range of broad issues. “Official Plan” in this context includes 
any secondary (“Part II”) plans or “implementation plans”. 


The Homelessness Action Task Force, along with other City task forces, was specifically invited 
to provide input to the Official Plan process. Council set a broad scope for the Official Plan 
process through this motion: 


“that, in addition to ‘capital works, height, form and density of buildings, use of land and 
provision of transportation services’, the new Official Plan for the City of Toronto should 
include social and environmental goals and criteria to create a comprehensive framework for 
planning;...” 


The general spirit and thrust of City policy in its Official Plan will be important. The Plan should 
state a strong principle of preventing and responding to homelessness. It should state a priority 
for affordable low-income housing as a necessary part of solutions to homelessness. It should 
support the use of land use planning tools that help preserve and create housing affordable to 
low-income residents. Such stated principles and priorities in the Plan are important when, in 
succeeding years and on specific issues, affordable housing is weighed against numerous other 
important considerations at Council or at the Ontario Municipal Board. A high priority should be 
given to preparing a housing “Implementation Plan”. 


The Official Plan should provide specific authority for various approaches set out in this housing 
supply strategy (a few of them subject to getting legislative authority). These include: 


support for and partnerships with the non-profit sector; 

principles of “fair share” or equitable access to housing; 

preserving affordable housing through limits on demolition and conversion to condominium; 
encouraging second suites and rooming houses; 
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e ability to enter agreements with and provide benefits to private interests where that can 
achieve affordable housing; 

e provision of City land and capital for affordable housing 

* preserving social housing, and undertaking redevelopment and regeneration; 

e ability to set tax policies in support of affordable housing, including ability to waive fees and 
charges in the case of affordable housing development; 


The “fair share” or equitable access policy should be applied in a way that keeps two things in 
balance. Existing areas with relatively more low-income population or housing should continue 
to permit such housing, and additions to meet the needs of the local population; but the majority 
of new or newly permitted low-income units should be spread across all districts of the city. 


The Official Plan should also authorize the use of two key land use tools for affordable housing 
that are discussed separately below: density agreements and inclusionary zoning. 


The City should request, and the province should pass, any legislative amendments that may be 
required in this regard, particularly regarding inclusionary zoning and the granting of benefits to 
private interests for purposes of affordable housing. 


(b) Density Agreements 


Permitted density can be increased on a site under an exchange whereby the developer gains 
additional density (i.e. land value) in exchange for a contribution toward affordable housing -- 
typically money, but sometimes land or housing units. Such an exchange is authorized under 
section 37 of the Planning Act and is usually referred to as a “density bonus” or “section 37 
agreement”. Like other land use tools, this is a way of mediating the different interests affected 
by urban development. Affordable housing is a public benefit achievable by such agreements, 
along with open space, transportation improvements, heritage preservation and other benefits. 


Density agreements, unlike many regulatory tools, harmonize easily with the way the 
development industry does business. They have been widely used in US cities (known also as 
incentive zoning) including New York City, Seattle, and Miami; and in Vancouver. There are 
many variations. The additional density can be given as-of-right according to pre-set rules or it 
can be negotiated. It can be applied to commercial or residential development. 


The former City of Toronto used negotiated density agreements with great success in the 1980's 
on major office and housing sites. In less than 10 years this generated land for 2,000-2,400 units, 
and $17 to $18 million in cash.” Although Toronto’s flexible case-by-case negotiations (under 


77 This estimate from R. Drdla, Case Studies of the Municipal Role in Housing (pp. 19-22 in final edition) 
based on City reports and related sources. An alternative estimate is land for approximately 6,000 social housing 
units and over $19 million in funds (Commissioner of Urban Planning and Development Services, “Section 37 of the 
Planning Act” (report dated July 7, 1998, to the Toronto Community Council). 
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guidelines) drew some criticism, it was more productive than rigid encoded bonusing systems 
which in US cities have often provided small incentives to developers and therefore yielded only 
small payoff to the public. The 1993 Toronto official plan, now part of the policies of the 
amalgamated City, sets out clear guidelines for implementation of density agreements. 


Use of density agreements is governed by general policies set out in the Official Plan, and is 
implemented through site-specific or area-specific rezonings and Official Plan amendments. 
Units must meet affordability criteria set by the City. Housing benefits through density 
agreements may take the form of market rental units in residential developments, units offered at 
below market prices to non-profit groups, land for housing, or funds. “Cash in lieu” from density 
agreements is an important potential revenue source for a City capital fund, as seen in several US 
cities and Vancouver. Since affordable housing is a city-wide rather than site-related public 
interest, the benefits can be realized or used at sites other than the ones they arise from. 


Provision of affordable housing benefits through density agreements should be pursued, under 
existing policies, in suitable developments across the city; and a framework for density 
agreements should be included in the City’s new Official Plan. 


(c) Inclusionary Zoning 


Most housing development is undertaken by the private sector and, needless to say, is targeted to 
income groups which can afford the cost of new housing. In the City of Toronto this means the 
upper half of the income distribution. The land use powers of the City can and should be used to 
encourage the private sector to provide affordable housing for a wider range of income groups. 
The City can require or encourage private developments to include a certain share of units in 
each major development at prices that are affordable to middle or lower-middle income bands. 
“Encouragement” can be by way of density incentives, or they might be absolute requirements 
that the industry will have to factor in as a cost of production. 


These measures are common in the US, where they are authorized by state-level legislative and 
constitutional provisions. Typical provisions require or induce residential developers to provide 
a percentage (generally 10-25%) of the units for lower-income households, in exchange for 
density bonuses, fast-tracked approvals and regulatory concessions. This mechanism is most 
able to serve lower-middle income groups just below the level where they can afford market 
units. In various cases, fees-in-lieu of housing are encouraged or permitted to serve the deeper 
need. Such approaches have also been used successfully in Vancouver.” 


Former policies of the Province of Ontario had similar objectives, and various municipalities 
have requirements for 25% “affordable” units in major new developments. Municipalities had 
few tools, however, to ensure that developments provided housing that stayed affordable. 


28 Material presented to the Homelessness Action Task Force by consultant Richard Drdla, based on his 
work in Final Report: Case Studies of the Municipal Role in Housing (January 1998). 
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Decisions in these matters must be guided by pragmatic considerations as well as social 
objectives. For example, if the City required developers to provide 10 percent of units to a non- 
profit group at half the market sale price, the profit margin would immediately be cut, or the 
market price raised, by 5 percentage points. The issue is what level of requirements is viable to 
negotiate through density incentives, or what level is viable as a factored-in cost of production. 
An additional issue is also what price threshoid (floor) should be applied to such requirements in 
order not to deter middle-income buyers from purchasing homes in the City. 


Sufficient experience exists in Vancouver and the US to suggest that inclusionary zoning would 
be a useful tool. The City should propose, and the Province should adopt, legislative - 
amendments to empower the City to implement this approach. The City should assess what is 
viable and effective in the market and, subject to viability, should require a share of “affordable” 
units in all market developments over a certain size and price threshold. 


(d) Ease of Development Approval 


Improvements have been made in recent years in the time it takes to process zoning and official 
plan amendments and other approvals under the Planning Act. Developers, including developers 
of affordable housing, have long pointed out that time is money, and that the long process was 
costly. As well as improvements at the municipal level, the Province has sharply contracted the 
time lines through recent amendments to the Planning Act, and has eliminating the requirement 
for Ministry review of Official Plan amendments. Continued efforts are needed in this matter. 


Improving the timelines is the responsibility not only of the City Planning Division but of all the 
other City departments and agencies, as well as external agencies, that review development 
applications. As the new City establishes its various administrative procedures, City-wide 
guidelines and objectives for speedy review of development applications should be a priority. 


A bigger issue that the City will have to tackle in due course is to move closer to as-of-right 
development in designated areas. Virtually any new development in Toronto requires a rezoning, 
which is the lever enabling a careful negotiation of interests to happen between the developer, 
municipality, and existing local communities. But it is a cost to developers and a major problem 
for affordable housing development. There have been some moves in a more liberal direction, 
notably with respect to industrial/employment land zoning; changes to designate intensification 
areas along arterial roads and elsewhere (so that only rezoning and not Official Plan amendments 
are required in some cases); and flexibility applying to areas such as King/Spadina. 


The ability to build within existing broad general zoning categories applying to a site, subject 
only to development review or perhaps development permits, would facilitate the development of 
affordable as well as other housing. Such approaches would be highly suitable to designated 
intensification areas such as along many main roads or near most rapid transit (TTC and GO) 
stations. The City should explore the potential to expand such approaches in suitable locations. 
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3.7 Rehabilitation Assistance 


Toronto municipalities have for years made use of the federal Residential Rehabilitation 
Assistance Program (RRAP) and similar provincial programs to fund repairs to existing housing 
stock while preserving affordability. Different RRAP funding allocations have served low- 
income home-owners, rental apartments, rooming houses, and home modifications for the 
disabled. As noted earlier, these are the necessary carrot to complement the stick of property 
standards enforcement. For rental properties, RRAP provides loans for repair, typically up to 
$18,000 per unit, which are not repayable but are gradually “forgiven” over 10 to 15 years, 
subject to conditions noted below. Similar provincial programs, now cancelled, were the Ontario 
Home Renewal Program (OHRP) and the Low Rise Rehabilitation Program (LRRP). The City 
has had its own small rehabilitation program for low-income home-owners, and a program to 
fund detection and eradication of termites. 


The condition for loan forgiveness on a rental property has been that it retain moderate rents or 
moderate-income tenants over the period. Thus public funding is aimed at affordability to low 
and moderate income tenants, ensuring an alternative both to continued deterioration and to 
market-driven renovation involving large rent increases. In the past, there was often a 
requirement that the landlord offer a portion of the units for rent supplement tenants who would 
be referred from the social housing waiting list. A requirement for cost-sharing by the public and 
the landlord was usually part of some of such programs. 


The purpose of such funding has been to extend the building’s life by ensuring the good repair of 
the main structural elements, “envelope” (roofs, walls and windows), and mechanical-electrical 
systems (plumbing, wiring, and elevators); and to ensure that it meets Ontario Building Code and 
Fire Code requirements. Cosmetic upgrades such as interior finishes may be given attention but 
are not the priority, with the exception of rooming houses where this may improve livability. 
Routine or deferred maintenance is not the focus, to avoid rehabilitation funding becoming a 
reward for poor property management. Modifications for the disabled have often been a priority. 


The City administers these programs on behalf of CMHC or other funders: it takes funding 
applications, determines eligibility and priority, determines the scope of eligible work, reviews 
the financial situation of applicants, reviews quotations to do the work, and recommends 
applications to the funder for approval. The City then inspects the work to ensure adequacy and 
compliance with terms of the funding, authorizes advances of funds, and deals with any issues 
during the work. The City’s involvement in these programs has often been part of broader 
initiatives to upgrade public facilities and infrastructure in neighbourhoods that require it. 


For the future, programs should mainly use the forgivable loan, under a 10 to 15-year agreement 
which provides forgiveness on condition that the building continue to have rents below median 
market levels by unit size (number of bedrooms). Requirements for matching landlord 
contributions are cost-efficient and suit the combination of public and landlord interest involved. 
Experience has shown the effectiveness of these approaches. Variations of the program should 
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be targeted to rental apartment buildings, rooming houses, and creating or upgrading second 
Suites. For second suites, units occupied by family members must be ineligible. 


For high-rises, more experience is needed with buildings in poor condition to determine the most 
effective approach to public incentives and assistance, and the desirable funding levels. Because 
high-rises are more complicated than low-rise buildings, a system of proactive inspections may 
be needed. One option may be a practice similar to that in condominiums and social housing, 
where consulting engineers are hired to do comprehensive inspections and lay out a plan for 
multi-year repair requirements. 


RRAP is an ongoing federal program that is very successful and should be expanded to meet 
these needs. At present, the funding is small: for the former City of Toronto less than $415,000 
in 1998 for rooming houses and rental apartments combined, as well as $325,000 for low-income 
home-owners and modifications for the disabled. These amounts are much reduced from total 
rehabilitation funding (RRAP and other programs) a decade ago. Annual CMHC funding in the 
$5 to $10 million dollar range in the City would be appropriate. Multi-year commitments should 
be made by CMHC, to enable the City to properly plan priorities, and to fund large jobs that need 
to straddle two years. RRAP is a very cost-effective way of preserving existing affordable 
housing. 
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4. Developing New Affordable Housing 


Besides preserving existing affordable housing, activity to develop new housing is essential, to 
meet incremental low-income housing need. As part of a homelessness prevention strategy, the 
City can take the lead in production, drawing in resources from other governments and from the 
private and non-profit sectors. 


This proposal focuses on /ow-income rental housing, which is most relevant to the work of the 
Homelessness Action Task Force. Activity for this target population can and should be 
accompanied by City activity to encourage new market (high-end) rental production by the 
private sector, and “affordable” ownership -- to relieve the pressure of rental demand and ensure 
a full range of housing options in the City. Several of the same mechanisms apply in each case. 


“Development” should include the option of acquiring existing buildings and converting them to 
non-profit: a cost-effective way to preserve affordability and accessibility to low-income tenants. 


This proposal does not address the real need for rental assistance to existing tenants in existing 
apartments. That is addressed in other work of the Task Force. 


4.1 Reducing the Costs of New Housing: A Simplified Example 


The costs of developing a rental unit has various components. Construction is the largest, but not 
the only cost. Besides land, the capital budget also includes GST, “soft costs” such as 
architectural, legal, marketing and project coordination expenses, interest on land and 
construction costs before completion, development charges and other fees, etc. In the operating 
budget after the project is complete, the main components besides mortgage costs are operating 
costs (maintenance, some or all utilities, and property management) and property taxes. 


Today, there are no social housing programs to simply subsidize total costs. The alternative and 
viable approach is to reduce total costs by breaking apart the budget and removing some of these 
costs -- or at least, charging them to somewhere outside the project budget so they need not be 
paid off via a mortgage. Of course, there is really a cost to everything: all cost “reductions” are 
through direct or indirect support. The issue is what costs will be charged to the project budget 
and ultimately covered from rents. This determines the viability of building a new rental project. 


This is an adaptation of existing thinking by others:” in particular, the “Housing Stakeholder 


9 See especially Greg Lampert and Steve Pomeroy, Mechanisms to Encourage Rental Housing Production 
- Part B: Detailed Analysis (for Metro Toronto, 1997), which underlay the report Metro Toronto Stakeholder Panel 
on Housing: Final Report to Council (for Metro Toronto, 1997), This attribution should not be taken to imply that 
Mr. Lampert nor all members of the Stakeholder Panel would agree with the proposals made in the present 
background paper. Related thinking is also found in “Toward a Municipal Strategy to Encourage the Creation of 
Affordable Housing” (report of the Commissioner of Community and Neighbourhood Services to the Council 
Strategy Committee for People Without Homes, June 29, 1998). 
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Panel” and its consultants in 1997, and recent staff reports to City Council committees. Here, 
these ideas are taken further by presenting a comprehensive combination of mechanisms, 
proposing specific contributions of resources from each level of government, and showing costed 
examples. Subsection 4.2 then deals with roles of the various levels of government. 


An example is the easiest way to show how development costs can be reduced. Choosing one 
example is difficult when costs vary so much by site and by form of building. Appendix “B” 
shows four examples which are probably the most common “types” for potential City or non- 
profit involvement. High-rises are the dominant multi-unit form in Toronto; acquisition and well 
as new construction should be considered. Wood-frame walk-up apartments are cheapest to 
build, where land costs permit. SRO/mini-suites are important for housing single persons. 


Typical Production Costs of Four Building Types 
(see Appendix “B” for details) 


Cost per Unit Acquisition _ New New New 
in Toronto /Rehabilitation High-Rise Wood-Frame SRO 
of Existing Apartments* Walk-Up /Mini-Suite 
High-Rise** Apartments* 

Land 55,000 20,000 20,000 10,000 
Construction 10,000 85,000 65,000 22,000 
Soft Costs 5,000 16,500 13,000 11,000 
GST 4.900 8,505 6,860 3,150 
TOTAL 74,900 ea d 30,005 104,860 46,150 
Key Project Data: ; l ; , , 
Unit size (net; gross) ** “Land” is | 850; 1000 sq.ft. 850; 1000 sqft. 282; 338 sq.ft. 
Construction cost/sq ft. ne nieri ý ! $85 (u/g $65 $65 

is rehab. *Equal 1, 2, and 3-bedroom units 


The $130,000 high-rise is used here to illustrate the recommended approach. 


This simplified example applies to a not-for-profit case, to house low-income tenants. Because it 
is a not-for-profit case, there is no developer equity and we are not concerned with return on 
investment. Net Operating Income (NOI) is not important in the first analysis (although it 
matters in lining up mortgage financing): the key issue is whether the project can break even in 
its first year of operation at mid-market rents. 


The approach is first, to reduce the capital costs of the project; second, to reduce the equity 
(capital) needed; and third, to reduce operating costs and the cost of carrying the mortgage. 
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Simplified Example: Reducing the Costs of New Development 


(Not-for-profit project, based on proformas in Appendix “B”) 


Reducing Capital Costs 


Mid-range costs for new high-rise apt. 
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No single cost reduction achieves a capital and operating cost that can be carried at mid-market 
rents. But the combination of these reductions achieves exactly that. 


The example in the graph shows costs per unit for a mid-priced new high-rise with equal 
numbers of 1, 2, and 3-bedroom units: 


¢ The “base case” (unassisted) cost is just over $130,000. (This includes construction costs of 
$85,000 based on 850 square foot per unit net or 1,000 gross, at $85 per square foot.) 


e  Ifdevelopment fees and charges (including land use application fees, parks levy, etc.) are 
not charged to the project, this saves $6,000. 


e If land is contributed “free”, this saves $20,000. 

e If carrying costs -- interest on costs for land and construction before the project is 
completed- are not charged to the project, this saves $5,500. (Note: various other savings in 
soft costs could be substituted for this particular approach.) 

*  Rebating the PST saves $2,720 in construction, while rebating half the GST saves $4,250. 

e These combined measures reduce capital cost, and therefore mortgage required, by $38,470. 

* Adjusting CMHC mortgage insurance conditions, to ones that prudently support non-profit 
production, increases the mortgage loan that could be obtained from about $51,000 to 


$61,000, so that $10,000 less equity is required. *° 


e A direct government mortgage loan saves about 3/4 percentage point on the interest rate, 
meaning another $32 less per month. 


¢ Equalization of property taxes, bringing them down to a level equal to what home-owners 
pay, saves $100 a month. 


30 Tf the project were financed with a 100% mortgage in the style of the non-profit programs (at an NHA- 
insured 6% 5-year term and including a 5.5% mortgage insurance fee), with $300 monthly maintenance and 
operating costs and $200 taxes, the break-even rent would be $1,322 monthly. If it were a private project financed 
on commercial terms it would be eligible for a mortgage of $51,000 or less, would therefore require $79,000 per unit 
developer equity, and would have to generate $500 per unit monthly to yield a modest 7.6% year-] cash-on-cash 
retum on that equity. (Tax factors affecting retum are not considered here). The rent would therefore be $1,304 
monthly ($304 debt service +$500 other expenses as above + $500 retum on investment). In the example cited here, 
going to a 7.5% mortgage loan on a 20-year term, with a 1.10 DCR on a 7.5% (30-year) would mean a loan of about 
$59,000; resulting rent would be $878/mo. (1.10 x $435 debt service + $300 operating & maintenance + $100 
property taxes at lower rate) or $1,327/mo. to generate the same return on the reduced equity. See Appendix “B”, 


section (c) for further brief discussion of valuation. 
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In total, the monthly costs per unit to run the project have been reduced from $807 in the base 
case (or over $1,300 if we allow a return on equity), down to $735 in the “further assisted” case. 


e Rent supplement can then be provided to such a project, at a cost averaging about $400 per 
unit per month. This permits low-income households to afford it. This is a cost-effective 
level similar to costs for existing rent supplement contracts in the private rental sector, and 
far less than the operating subsidies for recently-built non-profit housing. (Note: the graph 
only shows monthly costs, not monthly revenues either from rents or from rent supplement.) 


The challenge is to identify how and by whom the costs can be reduced in the way shown here. 


The answer is through capital and lending support at the federal level and a City-led housing 
partnership at the local level. 
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4.2 A Partnership to Develop Reduced-Cost Housing 


Low-income housing development, using the cost reduction strategies just outlined, can be 
achieved by combining inputs and resources from all three levels of government, in a City-led 
housing partnership. Most of the development can be carried out by the non-profit and the 
private sector, which may also be able to contribute some resources. 


Here we propose a specific combination of resources from each level. We outline the reasons 
why each level of government should be involved in this way, and the precedents for such an 
approach. We outline the nature of the City role in leading such a partnership. Later, we discuss 
in detail the issues around the particular kinds of inputs and resources (section 3.4), and the costs 
of particular kinds of projects and of the overall partnership. 


(a) Inputs from Each Partner 


We can identify five main types of inputs and resources to reduce the cost of development: land, 
capital, financing of loans, taxes, and rent supplement. Within a City-led partnership, each of 
these inputs can be contributed by one or other level of government, and sometimes the non- 
profit or private sector. In addition, support service funding must be added in the case of projects 
for the psychiatrically disabled and hard-to-house. 


Land 


City: 

The City should play the key role in land, providing it at no cost for low-income housing 
projects. This is an essential input, which typically reduces the money cost of the project by 
$20,000 or more per unit. 


Federal and Provincial Governments, Non-profit and Private Sectors 

In some cases other governments non-profit or private developers may also contribute land 
at no cost or reduced cost for selected projects. However, this is not a reliable enough 
source to form the normal foundation for the development partnership. 


Capital 


There are several potential sources of the capital input required, which is typically $10,000 to 
$20,000 per unit after land, but sometimes up to $30,000. Capital can be provided in the form of 
a grant, equity, or a bridging second mortgage loan. 


City: 

The City should allocate capital to affordable housing development each year, as it does to 
other municipal purposes. This can be in three forms. The first is an allocation from the 
City capital budget, perhaps amounting to $10 million annually (1 percent of the capital 
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budget). The second is a dedicated fund, financed from a particular source such as the 
proceeds of development-related charges (discussed in section 3). The third alternative is 
in-kind capital through absorption in the City operating budget of “soft costs” that would 
otherwise be capitalized, such as development coordinators, architects, marketing, etc. The 
latter can save an estimated at $3,000 to $5,000 per unit net of interim financing. 


Province: 
The ministries of Health and of Community and Social Services should provide the required 
capital contributions in the case of supportive housing. 


The Ministry of Municipal Affairs and Housing should establish two funds to provide 
capital for affordable housing development. The first should be a fund for bridging second 
mortgage loans or $10,000 to $20,000 per unit, not repayable until 10 to 15 years into the 
life of the project, which can be used by for-profit and non-profit developers alike. The 
second should be a capital fund sponsored by the Province, targeted at low-income housing. 
This would raise, and channel toward housing, private capital in the form of equity earning 
modest returns, from investors seeking low-risk vehicles or “ethical” objectives. This would 
be analogous to the Housing Ontario fund established by the province using immigrant 
investor capital, which was targeted to moderate-cost condo development. 


Federal: 

Federal capital grants are an essential element in the development partnership. Under an 
agreement with the City or its housing agency, the federal government should provide 
capital grants, starting with a three-to-five-year initial period. These could be provided on a 
pet-unit basis up to a global ceiling, or up to an amount that matched the value of City land 
and capital inputs. The federal government.could also make allocations on an annual or 
occasional basis to a housing foundation that would in turn provide such grants to new 
housing projects. The federal government should also institute a tax credit program to 
channel private funds toward affordable housing. (See Appendix “A” for discussion). 


Non-profit and Private Sectors: 
In some cases, fundraised or developer equity will be available from the community agency 
or firm sponsoring a particular project in a City-led partnership. 


A housing foundation should also be established, or an existing one re-constituted, to raise 
capital for affordable housing at the Greater Toronto level. A large scale and multi-sector 
sponsorship is required to achieve the required scale of operations. A Greater Toronto 
foundation is needed partly because it can support housing development not only in the City 
but also in the “905" GTA. 


Greater Toronto (GTSB): 

In order to permit development in the “905" GTA, similar to that proposed here for the City, 
the role of the GTSB should include capital funding. The need for an overall GTA strategy 
and a related capital funding role applies not only for infrastructure such as roads, water and 
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sewer, and transit, but also to affordable housing development. Capital allocated by the 
GTSB could be channelled to the Upper-tier municipal housing companies, or to a 
foundation. In the longer term, a Greater Toronto housing agency may be required. 


Financing of Loans 


City: 
The City should provide interim financing (during construction). This can be done at no 
interest or low interest, from City operating capital. 


Province: 

The Province should provide mortgage financing for new supportive housing, to achieve low 
rates. It can do this by piggybacking on the “tranche” financing used today for provincial 
social housing mortgage renewals. 


Federal: 

The federal government, through Canada Mortgage and Housing Corporation (CMHC), 
should provide the mortgage loan required after the various indirect and direct capital 
subsidies are applied. This is the approach used today for mortgage renewals for existing 
federal/provincial social housing, achieving interest rates approximately 1/2 to 1 point below 
prevailing market rates. It is profitable for CMHC and does not compete with the existing 
business of private lenders. 


CMHC should also make changes to mortgage insurance rules for projects using private 
lending sources. The objectives of CMHC’s Mortgage Insurance Fund should be not solely 
commercial, but should reflect public policy objectives of encouraging not-for-profit rental 
production. There should be more substantial differences than exist today between policies 
applying to not-for-profit and private-sector projects. This would permit more of project 
cost to be covered by mortgages and therefore require less equity (see details in a 
“B”, section (c)). 


Taxes 


City: 

The City should ensure that its tax policies support its affordable housing objectives, in two 
ways. First, it should have a policy to exempt housing from Development Charges and other 
fees if it meets certain affordability criteria. This includes development charges per se, and 
also building permit fees, parks levy, land use application fees, etc. Secondly, the City 
should adopt the option provided for under current provincial legislation, to apply the lower 
residential tax rate (as paid by home-owners including condos) for the first 8 years of the 
project’s life. This saves half or more on the cost of property taxes for a new project. The 
reduced rate does not apply to acquisition/rehabilitation projects. 
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Province: 
The provincial government could provide a rebate of Provincial Sales Tax (PST) applicable 
to the construction materials portion of the construction contract. 


Federal: 

The federal government should make legislative amendments to provide rental housing with 
a lower GST tax rate: either the rate that applies to sale of new homes, or the effective rate 
that (via rebates) to rental projects developed under non-profit programs. This would reduce 
costs by typically $2,000 to $5,000 per unit. A rebate of GST might-be achievable, 
regardless, by certain sponsor groups that are registered charities. 


Rent Supplement 


Rent supplements cover the difference between market rent and the lower rent affordable by 
low-income households, typically $4,000 to $5,000 per unit per year. These are cost- 
effective levels, competitive with existing rent supplement in the private market, because of 
the strategy of capital cost reduction proposed here. These rent supplement allocations are a 
form of subsidy tied to particular new units. In some projects, an ability to generate internal 
cross-subsidy reduces the need for such rent supplement allocations. 


Province and Greater Toronto 

Additional rent supplement allocations should be made available as part of the GTA social 
housing subsidy pool -- which is paid approximately 50/50 by the new City of Toronto and 
the “905" GTA Regions based on their shares of the combined assessment base. The 
province currently administers this subsidy, although the principle of municipal “pay for 
say” suggests it would be better administered by the Greater Toronto Services Board. 


Such funding would not come out of current subsidies to existing projects, but would be 
additional funding that over time would restore overall subsidy levels to those of 2 to 5 years 
ago before recent cutbacks. 


If and when Ontario signs an agreement with CMHC for devolve of housing program 
administration, an estimated $60 million annually in extra subsidy will be available to 
Ontario. This reflects the difference between 1995/96 subsidy expenditures that are the 
basis of the agreement, and lower current subsidy expenditures that reflect savings from 
mortgage renewals on subsidized projects. The Province of Ontario should ensure that this 
is used the savings to cover additional rent supplement and/or capital contributions to new 
low-income housing. For Toronto, this could mean more than $20 million annually.”! 


3! Tf it were allocated on the basis of existing units (Greater Toronto has 49 percent of the Ontario total, 
including 36 percent in the City) or Core Need (Greater Toronto has over half of Ontario), then the City would 
receive over $20 million in extra annual funding, or the GTA housing subsidy pool would receive over $30 million. 
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Federal: 
Federal cost-sharing of the additional rent supplement should be an additional option 
considered. Federal cost-sharing applies to most existing rent supplement. 


Support Service Funding 


Province: 
The province should provide support service funding to the percentage of new projects that 
serve psychiatrically disabled or hard-to-house tenants.” 


This specific combination of resources is proposed here (and in the financial models of Appendix 
“C”), to give concrete form to the proposed partnership. But there are several permutations or 
options. The City should not narrow down in advance precisely what combination of resources 
should be applied for each project. For example, if the needed capital contribution needed from 
the City in one project, CMHC in another, a foundation in another, and a developer in another, 
this is not needless complication: this is diversity that gives the partnership greater strength. The 
partnership needs to start with a standard model, but have the flexibility to use whatever 
combination of resources proves best, or is available in each situation. 


(b) Governments’ Joint Responsibility for the Partnership 
(i) Precedents and Examples 


The proposal here involves a combination of City land, public risk-sharing, municipal in-kind 
land and support, conducive municipal tax and land use policies, federal capital contributions and 
lending role, and provincial support funding. As well there are potentially some community- 
based resources and private capital. This is a more complex approach but a very structured one. 


This approach is an alternative to a traditional social housing program, which is not an option 
offered today by either the federal or provincial government. In such an environment, Toronto 
can take some lessons from the experience of large, prosperous US cities over the past two 
decades -- pioneers in dealing with rising housing need in the absence of senior government 
housing programs.” 


Key elements of US municipal activity have been four: property tax concessions, land 
contributions, regulatory measures (particularly density bonusing), and new, unconventional 
(often dedicated) revenue sources. An analysis of non-profit projects showed that public and 


32 Support service funding is outside the development costs of the physical housing, and is therefore not 
included in the financial models of development (Appendix “C”). 


33 See Stakeholder Panel (as cited) and Richard Drdla, Final Report: Case Studies of the Municipal Role in 
Housing (January 1998). 
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private resources each ranged from 1/4 to 3/4 of project cost, averaging half-and-half; equity 
averaged 25% (mainly from federal tax-credit sources); and other non-debt-financed resources 
covered an average 13% of project cost. Public capital grants (federal, state, or municipal) as 
well as donations of land were common types of contributions. Below-market loans were 
common.: Philanthropic foundations or other charitable contributions were also a minor funding 
source, usually for seed money. In all cases, substantial federal and state support is needed to 
achieve affordable rents for the truly low-income people. l 


Federal funding is one of the challenging elements in this proposal, but again there are 
precedents. The US and UK, the two countries with government systems closes to Canada’s, 
have continued providing major amounts of capital for affordable housing development, under 
governments of various political positions over the past 15 to 20 years. 


In the US there are two major federal housing-related block grant programs (as well as the tax 
credit program noted later). The funding is allocated to states and/or municipalities cities 
according to population and need, provided they have an approved strategy. States and major 
municipalities are then responsible for allocating the funding to projects within broad federal 
rules. i 


The US Community Development Block Grant (CDBG) funds can be used by cities to support a 
wide range of activities, including housing, that help lower-income people and/or prevent urban 
decay. In 1997, $4.8 billion was allocated by the US federal government, of which 
approximately 13% or $600 million went to non-profit housing. This included $15.5 million to 
the City of Seattle, $25.8 million to the City of San Francisco, and $26.0 million the City of 
Boston -- prosperous, livable central cities like Toronto, although they would receive larger 
amounts if they had anywhere near the new City- of Toronto’s population. “HOME” block grants 
are dedicated solely to increasing the supply of lower-income housing, for both rental and sale. 
In 1997 $1.5 billion was allocated by the federal government, of which approximately 28% or 
$400 million went to non-profit housing). This included $3.3 million to Seattle, $6.1 million San 
Francisco, and $5.8 million to Boston.” 


(ii) The City Role 


The City’s main role is to establish a framework for this partnership and to marshal and 
coordinate resources. This includes coming to standing agreements (formal or not) with the 
federal and provincial governments and “reality-testing” the strategy with the private and non- 
profit sectors. Only in a minority of projects would the City be the actual project developer. 


34 Materials presented to the Homelessness Action Task Force by Richard Drdla, based on his work for 
Final Report: Case Studies of the Municipal Role in Housing (January 1998). Data on p. 87 of that report. HOME 
grants are for new or rehabilitated affordable housing. CDBG grants are larger but only partly targeted to housing; 
they can cover rehabilitation, but not new construction or ongoing subsidies. 
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The City’s housing development function would work with the private-sector, community-based 
housing groups, other City departments, and other governments. Activities would include 
developing a detailed framework for housing partnerships; conducting Requests for Proposals for 
rental development on City land; negotiating terms of partnerships, and coordinating resources 
for such partnerships, including federal and provincial involvement; liaison with municipal 
finance, real estate/property, planning, and other functions; facilitating development activity by 
the community-based sector; and working with urban development/planning staff on 
implementing Official Plan requirements for “affordable housing”. The City’s finance and real 
estate functions would likewise play a roles in this framework. 


The City of Toronto should make available a number of sites for housing development. The 
City, after amalgamation, possesses a large inventory of properties, and is going through a 
process of rationalizing its use of real estate, and selling off those sites identified as “surplus”. 
One objective is to realize a return on such properties in order to alleviate fiscal pressures. 
Housing should, have a priority at least as high other objectives in the use of municipal sites. An 
overall policy on municipal land for housing should be developed and approved by City Council. 


The City should also provide capital for housing development as it does for other municipal 
purposes. With responsibility for social housing devolved to the City, the responsibility to help 
meet new needs must rest partly on City resources. Section 4.3 discusses two key options: an 
allocations from the annual capital budget, or establishment of a special fund drawing on a 
dedicated revenue source. 


Equalizing property taxes is the most important single measure that could be taken to enhance the 
viability of rental production. The City has now created the optional “new multi-residential” tax 
class, and should apply to it a mil rate comparable to that applying to home-owner properties 
(including condominiums). 


(iii) The Provincial Role 


The Ministry of Community and Social Services (MCSS) and especially the Ministry of Health 
are now entirely responsible for a large majority of existing supportive housing. Supportive 
housing provides permanent accommodation for disabled or hard-to-house tenants, such as 
formerly homeless people, psychiatrically disabled people, etc. Staff perform functions beyond 
regular property management, such as helping homeless people get placed in housing, teaching 
household skills, mediating tenant disputes, building a sense of community and belonging among 
tenants, handling relations with neighbours or other tenants in the building, and referring people 
to other social services. 


Over 8,500 units of social housing in Toronto are supportive housing, having a variety of support 
services funding. There are numerous agencies with experience in housing hard-to-house 
tenants. Many large US cities have a parallel history over the past few years. This has been a 
significant part of the response to keeping the most vulnerable people from being homeless. 
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Support service funding has for many years been provided through annualized allocations from 
Ministries such as Health or Community and Social Services. But full responsibility on the part 
of Health and MCSS is a departure from the arrangement of previous years, where Municipal 

` Affairs and Housing took care of the physical housing and geared-to-income subsidy while 
Health and MCSS funded only support services. The interministerial transfer of responsibility 
means that in spite of downloading, the province is responsible for housing those most at risk of © 
homelessness -- psychiatric consumers, homeless/hard-to-house, or other people with special _ 
needs. The significant share of homeless persons who have mental health or other problems calls 
for supportive housing as a necessary part of any housing response. Ministries’s plans in regard 
to supportive housing must be-coordinated as part of any homelessness strategy for Toronto, and 
as part of any housing supply strategy. 


The interministerial transfer of responsibility has two implications for a housing supply strategy. 
Firstly, those ministries must also take primary responsibility for providing new housing. As the 
: City grows and as the number of homeless people has grown, the need for supportive housing 
does not stand still. Responsibility for existing supportive housing must include responsibility to 
respond to new and rising needs. 


Secondly, it will not be possible to separate entirely the need for new housing for low-income 
people in general and the need for new supportive housing. The advantages of integrated 
supportive housing (mixed with low/moderate-income regular rental units) are well 
demonstrated. As a City partnership builds for low-income people at risk of homelessness, it 
will need to make available some of the supports that are normally associated with supportive 
housing. Many of the development challenges and the kinds of resources required are the same 
for supportive housing as for low-income rental housing in general. 


In sum, there must be a relation between a supportive housing supply strategy led by the 
provincial ministries, and a general low-income housing supply strategy led by the City. 
Development of supportive housing can be done in much the same way as other low-income 
housing. But for supportive housing, MCSS and Health should provide the required capital 
grants for supportive housing, including projects housing developed with City involvement; and 
they can also provide ongoing geared-to-income subsidies. 


The Ministry of Health in 1998 has allocated additional funds for various community mental 
health services, Support services, particularly for homeless and psychiatrically disabled persons, 
should be one of the community mental health funding priorities. As part of its strategy, the City 
should urge and negotiate with provincial ministries to ensure the availability of support service 
funding for a portion of any units developed through a City-led partnership. The City should 
urge the Province to ensure that provincial resources can cover the capital (development) 
assistance and geared-to-income subsidy for supportive housing, leaving the City to concentrate 
its scarce resources on other low-income households. 
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(iv) The Federal Role 


The federal government is in the process of negotiating “devolution agreements” with the 
Provinces regarding social housing. These involve two key shifts: reduction of federal funding 
and transfer to the provinces of responsibility for administration of the programs. Under the 
agreements, total federal housing spending will tail off to close to nil as existing project 
agreements (mostly tied to the life of the mortgage of a housing project) expire over the next 30 
years or so -- except for Aboriginal on-reserve housing which remains a federal responsibility. 


In regard to homelessness, it matters little whether the federal government or the provinces 
administer social housing programs. But it is essential that the federal government maintain its 
involvement in assisted housing for the 10 to 20 percent of Canadian households who live in 
cities and cannot afford market rents. This is a vital part of the social safety net in Canada, and 
among the key features that have distinguished Canadian from US big cities. 


Federal housing expenditures (through Canada Mortgage and Housing Corporation - CMHC) 
have been flat in real-dollar terms for about 20 years -- with the exception of a peak in the early 
1980's (reflecting social housing mortgage costs and home-owner assistance during high interest 
rates). Meanwhile overall housing expenditures of Canadians and the level of housing need have 
risen massively. CMHC currently spends $1.9 billion annually on social housing, of which just 
over $200 million or 11 percent (1997) comes into the City of Toronto as housing subsidies. 


Although this level of spending has been maintained for the past 5 years, a rising share of CMHC 
spending is now the recycling of old loans as they get repaid to it. The net burden of housing on 
the federal treasury or CRF -- that is, the taxpayer -- remains at just $1.0 billion annually. 


With the federal deficit now gone, the time for reinvestment is here. A minimum federal 
contribution to preventing homelessness must be to reinvest recent and projected reductions in 
housing expenditures, back into housing. A more adequate federal contribution to preventing 
homelessness would be social housing expenditures rising in step with overall GDP growth, with 
overall housing expenditures in the Canadian economy, or with low-income housing needs. 


The federal role in a City-led partnership should have three elements: capital grants, mortgage 
lending, and enhanced start-up assistance to community-based non-profit housing groups. A 
fourth element, use of federal lands for housing at below-market prices, should also be examined. 


Capital grants to new housing projects are the most uncomplicated way for CMHC to reinvest 
federal savings and support a City-led supply strategy. The capital grants required will be of 
$10,000-$30,000/unit, as shown in section 4.3 and Appendix “C”. Capital is a way to use the 
federal spending power, while avoiding commitment to operating subsidies or reversal of the 
devolution of housing program administration. Use of the federal spending power in this way 
would parallel other recent or contemplated federal contributions to urban infrastructure. Capital 
contributions are clean and contained; the grantor gets immediate recognition of its contribution. 
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Capital grants are key elements in US and UK approaches, to which we must look today. Grants 
could be provided in the first instance as a “demonstration project”, and later in an ongoing way. 
CMHC grants could be set at levels to match the sum of City land and capital contributions. 
Options for use of foundations and/or tax credits as a channel for federal support are discussed in 
Appendix “A” 


` As a second federal measure, CMHC should enhance the small-scale support it currently 
provides to local housing partnerships. Current support is via minor Start-up grants through the 
Canadian Housing and Renewal Association (CHRA) “Homegrown Solutions” program and 
through CMHC’s Centre for Private-Public Partnerships in Housing. These cover feasibility 
studies, design, professional consultants to get the plan together, etc. CMHC also negotiates 
‘mortgage insurance through its partnerships centre, all on a commercial basis (effectively with a 
maximum loan of 1/2 to 2/3 of project cost in a city like Toronto, and a 5% fee premium). 


Expanding the partnership role could involve: 


¢ Channelling capital grants as proposed here; 

e More ample start-up assistance; . 

¢ More fundamental revisions to Mortgage Insurance Fund rules, to permit it to ensure loans 
for non-profit projects on non-commercial terms. (This could mean arranging for CMHC 
social housing programs to reimburse the Mortgage Insurance Fund in the event of a bail- 
out, sharing risk with a municipality, etc.). 


The third key federal contribution toward a City-led housing partnership must be mortgage 
lending. CMHC loans provide the best rates available -- typically 1/2 to 1 point below those 
available from private lenders; and they are profitable for CMHC. CMHC has the experience to 
assess and take on the modest degree of risk associated with lending to new rental projects, 
Viable at mid-market rents, under a City-led housing partnership. This will require CMHC to 
adopt policies different from those applying to private-sector borrowers, as it once did for new 
social housing. The City should approach CMHC or the federal cabinet to arrange a ongoing role 
for CMHC to provide direct mortgage loans to affordable housing built under a City partnership. 


In the event that some mortgage financing for projects built via a City-led partnership does come 
from private lenders, CMHC has a key role to play in providing mortgage insurance. Again, 
CMHC will need to adopt policies different from those applying to private-sector borrowers. 


Finally, the federal government should examine the option of providing free land for low-income 
housing. In the present period, key federal sites are reaching the development stage, with large 
profits accruing through the Canada Land Corporation (the federal real estate arm). These 
include the Railway Lands, the former Canadian Forces college in North Toronto, the CFB 
Downsview lands, and the CMHC local office at Lawrence Avenue and Allen Road, all of which 
could have included a component of affordable housing with the land cost subsidized. Key sites 
not yet at the development stage include extensive CLC lands along Scarborough rail corridor. 
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Recent Federal Savings in Housing Expenditures 


Federal savings in housing expenditures are estimated by CMHC officials at $150 million nation-wide 
over the past three fiscal years, including $60 million in Ontario. CMHC has realized savings in the 
1990's in several ways. It has shared in savings on the Federal/Provincial (F/P) program which funded 
many social housing projects built from 1986 to 1994. Because it is cost-shared (about 60/40 fed/prov), 
subsidy constraints imposed in recent years by Ontario, which administers the program, have also 
benefited CMHC. As weil, mortgage renewals for projects under the F/P program (mostly on 5-year 
renewable terms) are gradually bringing lower rates and therefore lower subsidies -- both due to 
declining market interest rates and due to a shift to direct CMHC lending which saves at least 1/2 point 
on rates. Further, mortgage renewals have brought declining subsidies under the “56.1" programs 
(projects built 1979-85) where the federal subsidy equals the different between actual mortgage interest 
rates and a hypothetical 2% rate -- obviously much cheaper with 6% rates today than a few years ago. 


The federal treasury has also been saving money. CMHC has various old debt obligations to the 
treasury (Consolidated Revenue Fund - CRF) on which it pays interest annually ($632 million in 
1996/97, varying a bit from year to year)”. These CRF loans to CMHC funded various loans that 
CMHC made in the past for social housing, market rental, rehabilitation, and other purposes. Gross 
federal housing spending has remained fairly constant at $1.9 billion since the early 1990's; but the ner 
annual cost to the treasury -- that is, to the federal taxpayer each year after CMHC’s capital and interest 
payments to the CRF-- has remained about $1.0 billion. CMHC officials advise that neither they nor 
Finance can confirm what Government of Canada debt obligations exist that financed the old loans to 
CMHC and may be in effect serviced by annual CMHC payments to the CRF. Data from the Estimates 
suggests, however, that CMHC has been repaying rising amounts of principal to the CRF: 


Fiscal year: 
($ millions) 1994/95 1995/96 1996/97 1997/98 1998/99 
CMHC Budgetary . . 

Expenditure 2,131 2,025 : 1,973 1,864 1,933 
Net non-budgetary 

Expenditure* -33 -142 -271 -231 -414 
Net requirements . 

from CRF 2,098 1,883 1,702 1,633 1,519 


* Defined as “loans, investments and advances...representing a net cash inflow to the consolidated revenue fund.” 
Source: Canada, Estimates, various years: usually Part II, The Main Estimates. 


‘In sum, while CMHC is spending a constant $1.9 billion on subsidy (and is spending rising amounts on 
interest to buyers of Mortgage Backed Securities rather than to the CRF) it appears that more of the 
annual housing subsidy costs to the federal treasury are offset by CMHC capital repayments of old 
loans. Arguably, CMHC is covering all interest costs for housing-related national debt, and is covering 
all federal debt reduction in relation to past housing expenditures. 


35 Public Accounts of Canada, 1996-97, vol. 1, p. 3.7. See also the description of “Loans, Investments and 
Advances” in that volume, and CMHC, Summary of the 1997-2001 Corporate Plan (1997), p.33. See the latter, pp. 
4-6 and p. 22 regarding the MIF; p. 29 regarding the reserve fund. 
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A idea that has been proposed is to establish a National Non-profit Housing Foundation or use 
tax credits to attract capital to housing (see Appendix “A”) This would also enable private as 
well as public contributions to be sought. 


œ) Non-profit and Private Sector Roles 


The private sector and the community-based non-profit sector have key roles to play in a City-led 
housing development strategy. Most projects would be developed and operated by private firms 
or community agencies, not by the City directly. If private developers can meet the sorts of 
affordability criteria that must apply to any projects receiving public land or funding support, 
then private developers should be able to take advantage of the partnership. In such cases, 
private firms may have equity to contribute as investors, just as in some cases community 
housing groups may have fundraised equity to contribute. It must be recognized, however, that 
such equity is a bonus for a City partnership, not a reliable foundation to rest it upon. 


The City could work with community-based non-profit sector to explore potential fundraising 
capacity for housing purposes. 


(vi) Evolving Toward a Greater Toronto Role 


In the medium to long term, it is imperative that a body emerge that can carry forward an 
affordable housing development strategy at the Greater Toronto level. If affordable housing 
development occurs only or mainly in the City of Toronto, this will reinforce the market-driven 
trend of income polarization. This polarization is occurring both within the City (more rich and 
especially poor, fewer middle-income) and between the City and the “905”, Only at the Greater 
Toronto level can affordable housing development tap into potential revenue-raising possibilities 
relating to development in the “905". 


There are two leading options to carry the Greater Toronto role: a foundation, or the Greater 
Toronto Services Board (GTSB). 


The preferable option is to have a GTSB role. Just as Greater Toronto needs a strategy for hard 
infrastructure or urban form, it needs one for housing. The newly formed GTSB should be 
playing a housing development role (perhaps starting with seniors housing), just as the newly 
formed Metro started playing such a role within a year or two of its founding in 1954., 


a second option is a Greater Toronto housing foundation. This takes the federal foundation idea 
(above) and applies it at the Greater Toronto level. It is at that level that some real corporate 
buy-in and fundraising success can be achieved. The City could fund a feasibility study for 
forming such a foundation, or for adapting an existing foundation for such a purpose. 
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4.3 Project Mix and Cost in a Partnership 


(a) Costs of Alternative Types of Housing 


Examples of how these resources can be combined in City-led rental development were modelled 
financially. The strategy was tested using the following examples, to reflect the diverse options 
for building new versus converting to non-profit, of small versus large households and units, and 
of different construction types. Detailed results are provided in Appendix “C”. 


High-rise acquisition/rehab 
New high-rise 

New wood-frame walk-up 
New SRO/mini-suite 


The following are the generalized highlights of this financial modelling: 


City land costs are $20,000 to $25,000 per unit for typical new family apartments; about 
one-third of that for singles housing. 


The capital outlay per unit required after land and other reduction in capital costs varies - 
considerably by housing type: 

-  $10-$35 for high-rise acquisition/rehab 

$25-$45,000 for new family high-rise 

$5-$30,000 for new family wood-frame walk-ups 

-  $10-$20 for SRO/mini-suites (then requiring no rent supplement) 


Assuming annual property taxes of $1,000 to $1,200 per unit (at the reduced rate), the 
assessment generated would, over a ten-year period, approximately compensate the City for 
between one-quarter of and all of its direct capital support net of land. 


Family projects at the low end of the cost range usually generate internal cross-subsidy for 
at 5 to 10 percent of the units even in the first year -- unless such surplus revenues are 
required for a reserve fund. 


Internal cross-subsidy is generated in a project once average rents are brought below market 
levels: it then becomes possible for the surplus market revenue to subsidize a small share of 
units down to levels affordable at low incomes. For example, if average market rent in a 
project is $750 (affordable at $30,000 household income, about average tenant income) but 
average project rents can be brought down 10 percent lower, then the project can afford to 
cross-subsidize about 20 percent of its units down to half the market rate or $375 (affordable 
at $15,000 income, a common level in social housing). 


A typical rent supplement in family projects would cost of $4,000 to $4,500 per unit overall 
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across a project. This is based on the capital subsidies described here and an assumed upper 
desirable limit of 75% RGI in a family building, resulting (after internal cross-subsidy) in 
external rent supplement for 2/3 to 3/4 of the units. 


e Family projects require more subsidy than singles, because the estimated rent per unit is 
similar for geared-to-income units ($325 or $350) while the size of unit and therefore cost is 
much higher for families. 


(b) The Mix of Development in a Partnership 


A municipal development program should include the options of both new construction and 
acquisition/rehabilitation. It should be open to a variety of housing forms. 


Pros and Cons of Different Development Forms 
New construction has the following advantages: 


- _ It creates new housing stock in older areas not favoured by condo developers 
(neighbourhood rejuvenation); 

- It houses the rising low-income population in added units instead of by conversion of 
existing middle-income units & households (therefore less social polarization in the City); 

- It creates more jobs (during construction) and new assessment (permanently); 

- It ensures good housing quality, and cost-efficient property management by using up-to-date 
materials, energy standards, etc.; 

- _ It is cost-effective in the long run (compared to rent supplement and shelter allowances). 


The disadvantage of new construction is that is more costly in the short to medium term than 
other options. It may also generate neighbourhood controversies over the development of 
housing for low-income people. 


Conversion of private rental to non-profit has several advantages discussed in section 3.2 (d). 
Balance of Needs 

Production should be approximately evenly divided between families on one hand and singles 

(including supportive) and seniors on the other. This reflects the weight of needs by group, as 

measured by numbers of households with extreme affordability problems, composition and 

turnover of the social housing waiting list, and profile of hostel users. 

e Households with extreme affordability problems (paying over 50% of 1995 income on rent 


at the 1996 census) are virtually evenly divided between 54,600 family households 
(including couples, 2-parent families, 1-parent families), and 51,700 non-family households 
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(mainly singles). About 13% of the total are seniors. 


e On the waiting list, again half the applicants are families, half singles and seniors. In terms 
of numbers housed, however, families are at a great disadvantage, as there is less turnover in 
subsidized family units. Typically only 1 in 3 applicants housed are families (e.g. 36% in 
January 1998 and 37% in February). This means that a senior or single has approximately 
twice the change of being housed in a given period as does a family. Singles have more 
options in the housing market, as they can more readily share a unit or be housed in a 
rooming house or basement apartment. 


e Hostels user cases (not individual users) today are just under 20% families. But families 
have far greater problems accessing suitable and affordable private units and wait far longer 
for subsidized units. Families form a high share of the non-emergency, non-chronic users 
who stay 1 to 12 months (24% family 1988-96, higher today). 


In conclusion, the greater difficulties of low-income families in the housing market weigh fairly 
equally with the larger number of homeless or at-risk people among the singles population who 
need supportive housing. 


Scale of Program 


Housing development is not an appropriate way to meet the existing backlog of housing need. 
The proposal here is for a development program of a scale to meet the increment each year in 
low-income housing need, with some allowance for acquisition/conversion within that total. 


The primary means of addressing the backlog of existing major affordability problems is by a 
program of rental assistance to tenants in the units where they live now. As noted earlier, the 
solution to the existing severe affordability problems is not to create 100,000 private-sector 
vacancies by moving tenants into 100,000 new and expensive non-profit units. Rental assistance 
will be a more cost-effective to existing housing need than new development, and will be feasible 
to implement within a one- to two-year time. The challenge in regard to such a program is the 
scale of resources required, and the difficulty decision on who to give priority to when resources 
are limited, Rental assistance is being studied as a separate component of Task Force work. 


A suitable scale of development would therefore be 2,000 units annually in the city, including 
some acquisition. This would meet most of the annual increment in low-income need, and make 
inroads into the need for supportive housing. About half the units should be for families, one- 
quarter regular singles, and one-quarter singles supportive housing. 


This is a very ambitious target, similar to the average non-profit production volume within the 
boundaries of the new City of Toronto from the mid 1970's to the mid 1990's. 
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(c) Global Costs of a Partnership 


Based on the project costs identified, the annual costs of 2,000 units would be as shown in the 
following table. 


Briefly, an annua! 2,000-unit program would require each year: 


¢ Government land for 10 percent of the units, at foregone revenues for the City of $2.5 to 
$3.4 million and somewhat over half that amount for the federal government; 


e Foregone City levies, fees and charges of between $9 and $18 million; 
* Foregone GST and PST of about $10 million and $2 million respectively; 
e $10 million in City capital; 


«+ CMHC capital contributions of $6 to $33 million, to enable projects to break even at mid- 
market rents (this amount has the most variation because it covers the residual cost once 
other contributions have been made); 


e Capital funding and/or land of $6 to $9 million from the Province for the 500 units which 
are singles supportive housing (this could alternatively be provided in the form of ongoing 
geared-to-income assistance); 


¢ Support service funding for the supportive housing units, at an annual incremental cost of $2 
to $2.5 million (not shown on chart); *° 


* Rent supplement (geared-to-income) assistance for up to 75% of the family units only, at an 
annual incremental cost of $4 to $5 million, as part of the social housing subsidy pool and 
therefore split approximately equally between the City and the other GTA Regions (it would 
be reduced in the event of federal cost-sharing). 


It should be understood that the latter two items, rent supplement and support service funding, 
are not repeated annual capital amounts, but annual increases to ongoing operating expenditures. 


Fundraised capital or private developer equity would lower the required public-sector capital. 


36 Based on estimates of $4,000 to 5,000 annually per unit for “moderate” support, in Steve Pomeroy and 
Will Dunning, Housing Solutions to Homelessness: Cost-Benefit Analysis of Different Kinds of Sheiter (for the 
Homelessness Action Task Force, July 1998), 
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Homelessness Action Task Force 
Proposed Housing Supply Strategy (November 1998) 


Estimated Tota! Annual Costs of a Rental Development Partnership 


Low High Low High Low High Low High 
City 


Global Cost ($ Millions) 


$10.0 $10.0 $9.5 $17.5 


es Nt SAO at A fi PA She St hrs fs fe Nr em es 


GTSB 


Se a A lA A rH AY Nr er el es 


Ontario $5.0 $7.5 


— — — UY te OGY RA nh he tr fi Ser ei ner Hr ee pf, rs EE hem cme 


$6.5 $32.5 


Canada 


6,000 10,000; 4,000 5,000 


6,000 10,000 | 4,000 5,000 


4,000 5,000 


5,000 10,000 


Based on costs as per Appendix "C”. 
GTSB is incremental annual cost: 50/50 City/"905" 

GST at 7% of project capital cost; PST at 8% of 40% of construction cost. 
Land for 10% of projects from City; + 10% federal; except for singles 10% City, 10% Prov. (Prov =supportive) 
Federal covers all capital except: City $10 m. fixed; Prov. capital for 500 singles units (Prov=supportive units). 
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1. Tax Credits 
1.1 US Tax Credit - How it Works 


Low Income Housing Tax Credit (LIHTC) financing is the main source of no-interest equity for 
producing affordable housing in the US. It is used for both affordable ownership and rental, and 
for both development and acquisition/rehab. 


This equity is used to reduce mortgage and therefore debt servicing requirements to levels that 
low-income tenants or buyers can support. 


e The developer qualifies for the tax credit, based on the project meeting certain criteria (40% 
of units being affordable for 30 years at under 60% of regional median income, or 20% at 
<50% of median i.e. <about $29K and $24K respectively in Toronto). 

¢ The tax credit is equal to 90% of project cost for new projects with no other federal support, 
and 40% for acquisition or for projects with other federal support. 

This flows to the investor in 10 equal annual credits upon project completion 
(net present value at completion is about 70% or 40% or project cost). 

e State housing finance agencies allocate the credits to eligible projects. 

e The developer then sells the tax credit. Ultimately, the majority of buyers are large 
corporations that use it to reduce income tax; other buyers are financial institutions and 
syndicates of smaller investors. 

e Investors are technically limited partners in the project, although low rents and other specific 
restrictions make the partnership worth nil beyond the tax credit. 

e Most credits are packaged and syndicated through intermediaries, as discussed further below. 
This “secondary market” is important in removing the need for a particular investor to know 
the details of a particular project before investing. 

e Itis expected that most investors will sell to a non-profit interest at year 10 when the stream 
of tax credits runs out; various organizations have committed to be last-resort buyers to 
ensure the affordability for 30 years (failing which the tax credits has to be repaid) 


Tax credits typically cover 1/3 of project cost of a US non-profit project (29% in a source Drdla 
cited), although it varies enormously from project to project. On average, about 1/3 of project 
cost is financed through a mortgage and 1/3 comes from other sources such as federal CDBG or 
HOME grants for affordable housing. 


1.2 Seale of Funding 


In the US, tax credits involve about $3 billion in foregone taxes annually.” In recent years, about - 
27 percent of the volume ($800 million) has gone to non-profit development, most of the rest 


37 Drdla cites this figure for 1997. Pomeroy & Lampert cite $2.8 billion for that year; new commitments for 
1998 were to be $315 million annual credits for 10 years i.e. $3.15 billion. 
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being for low-cost first-time buyers. 


Tax credits have been allocated among the States at $1.25 per capita. (This would mean about 
$14 million if applied to Ontario.) 


Tax credits need to be considered jointly with Community Development Block Grants and 
HOME grants, the other main sources of federal support. The same projects typically use more 
than one of these sources. In 1997 CDBG involved $4.8 billion and HOME $1.5 billion (1998: 
$4.6 b. and $1.3 b.), of which $625 million and $420 million respectively went to non-profit 
housing. In 1998, HOME was to support about 15,000 units of new construction, 40,000 rehab, 
and 14,000 conventional purchase. Home grants must be matched 1:4 by local or state funds. 


In sum, LIHTC’s are one part of approximately $9 billion annually in federal support to low- 
income housing, a minority of it rental. 


A survey of 1992-94 tax credit projects showed an average of 56,000 units annually, mostly for 
households between 50% and 60% of median income ($24 to $29 K in Toronto terms). 
Developer demand for tax credits has consistently exceeded supply. 


1.3 Why a Tax Credit rather than Spending 


These tax credits were a last-minute add-on to US tax “reform” of 1986 at a time when former 
tax-based and direct support for low-income housing was disappearing. They have proved 
durable and effective for two reasons: political support, and ability to leverage other funds. They 
have proved politically very durable because the interests at stake are not only low-income 
housing advocates but the corporate investors that benefit and the financial syndication/support 
industry that has grown up around them. 


Because they are administered through intermediaries as discussed below, tax credits have been 
used along with other tools, to lever private financing and sometimes other contributions to 
affordable housing. l 


It is also suggested that a partnership approach reduces “political risk”. “Low income housing 
has a long history of failure...[It] can also be an expensive undertaking, making failures even 
more embarrassing. [Partnerships] provide an opportunity for politicians to insulate themselves 
from this risk, by sharing it with others.” (Pomeroy & Lampert) 


1.4 Inefficiency and Complexity 
While tax credits require a very minimal federal bureaucracy to administer, their great 


shortcoming is their inefficiency. Just over half of the value of the credit goes to the housing 
project. The other costs are: 
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e Syndication costs 20-30%. The packaging and syndicating of tax credits is costly 
(accounting, legal, marketing, ete., including structuring each limited partnership under an . 
Agreement that takes care of the 30-year affordability requirement). 

e Return on investment 15-20%. 

* Discounting 10-20%. With the tax credit stream flowing over a 10-year period, investors are 
only willing to pay a discounted present value amount. 


Part of the cost relates to the need to line up other sources of funding for the projects getting 
LIHTC’s, in ways that are often complex. The typical US non-profit project has 6 to 8 funding 
sources. 


The efficiency of the LIHTC has increased over time, from 45 cents on the investor dollar going 
to the housing project in the early years, to 70 cents on the dollar in some recent deals. The 
system relies on marketing competition between the various syndicators and intermediaries to 
achieve more efficiency in these terms. 


2. Tax-exempt Bonds 


The second main tax-related instrument in the US is tax-exempt bonds. These are issued by 
State housing finance agencies, most created in the 1960's with mandates to raise finance capital 
for affordable housing. 


Bonds that are tax free can offer a lower interest rate to the investor: for example, a tax-free 4% 
return may be worth more than a 6% taxable return. (They are exempt from federal income tax 
under federal law, and from state taxes if the state-so legislates.) The bonds therefore provide 
mortgage financing for housing at below-market rates - both first-time buyer mortgages and 
multi-family rental. 


Authorized issues of these bonds are capped annually in each state at the greater of $50 per capita 
or $150 million (to illustrate, this would mean about $550 million for Ontario). In 1994, $2 
billion was raised for multi-family rental. 


One type of tax-exempt bond is typically combined with tax credit capital in low-income 
projects. The funding cap on the volume of such tax-exempt bonds is thereby used to effectively 
create a de facto cap on LIHTC volume. 


3. Spin-offs and Synergies 


The US public/private partnership system in housing relies on a number of elements that work in 
combination - as thoroughly documented in the forthcoming Pomeroy & Lampert. Tax credits 
have been central in the evolution of this partnership system which is now far more than the sum 


71 


of its parts. 


The main spin-offs and synergies are four: 

* leveraging the involvement of private capital; 

* attracting other contributions; 

e supporting “intermediary” and ongoing partnership organizations whose mainstay is 
channelling tax credit capital, but which also do far more than that; 

* broadening the constituency for affordable housing, through involvement in financing and 
partnerships. 


Private Capital 

The tax credit capital leverages the involvement of private capital. It is estimated that the $3 
billion of LIHTC’s in 1997 attracted an additional $1.5 billion in private capital to the same 
projects, of which $400 million went to non-profit housing. This effectively stretches 
government funds further. The involvement of private-sector development and financial 
expertise has been beneficial to the projects. About $200 to $250 million of philanthropic funds 
has also been attracted (Drdla). 


The tax credit attracts private interest by covering the high-risk elements of developing housing. 
As a concrete illustration, if 30% no-interest equity is injected, a commercial mortgage for the 
project may become a viable proposition. 


It should be clearly noted that much of the private capital is targeted to housing as a result of 
requirements under the Community Reinvestment Act, which has no Canadian counterpart. 


Broadening the Constituency 

The tax credit and the related partnerships also raise awareness and broaden the constituency. 
For US financial institutions “an initial grudging attitude has been displaced as the economics of 
participation have built a sound business case - so much so that lenders have created their 
own...National Association of Affordable Housing Lenders...[C]orporate leaders and lenders 
serve on the boards of city housing partnerships and, through their networks, attract additional 
private investment to affordable housing.” (Pomeroy & Lampert). 


Mainstay of Intermediaries/Foundations 

Tax credits underpin the role of organizations that provide vital multi-faceted support to non- 
profit housing development: these include national “intermediaries”, ongoing local/regional 
partnerships, and housing “equity funds” (see next section). The two major national 
intermediaries each have an affiliate or subsidiary that handles tax credit equity for projects they 
support, and together have channeled between $2 and $2.5 billion to affordable housing since the 
mid-1980's (Drdla). Having expertise and a track record, they can attract capital to projects that, 
without such assurances, would look dubious to investors. They “help put together a workable 
financing package minimizing risk both to equity investors and private lenders involved in the 
project” (Pomeroy & Lampert). They “mediate risk” to the lenders involved, by providing 
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expertise to the planning of the project and by pooling and diffusing the lending risk itself. They 
also syndicate financing capital from smaller investors - analogous to what a mutual fund does. 


These organizations, building on their mainstay role in equity and financing, do far more than 
arranging that. They provide a great range of expertise to small non-profit developers, making 
possible today’s scale of US affordable housing production. They also provide interim or bridge 
financing (since tax credits flow only upon completion). 


The US system also benefits considerably from pro bono contributions from lawyers and other 
professionals whose services are needed in development. 


In sum, having the tax credit capital there makes the projects feasible in the first place, broadens 


the constituency, attracts a range of other resources, and establishes an organizational and 
financial momentum. 


4. Foundations & Intermediaries 


In the US system there are several classes of foundations & intermediaries involved in housing: 
national “intermediaries”, ongoing local/regional partnerships, large non-profit developers, 
housing “equity funds” (noted earlier), federal foundations, housing trust funds, United Ways, 
and general charitable foundations. l 


In all of them, the ability to channel money is the key lever, around which a range of other 
supports can be provided and public and corporate opinion influenced. Intermediaries often have 
the close support and involvement of municipal governments, notably in the cities of New York, 
Cleveland, San Francisco, Boston and Chicago. 


National Intermediaries 

There are two nation-wide non-profit “intermediary” organizations which provide funds and 

expertise to support affordable housing development in the US. These organizations provide tax 

credit financing to projects, secondary financing sources, development and management 

_ expertise and training, information-sharing, links to corporate boards and local decision-makers, 
and credibility in approaching financial institutions and local or state governments. 


The Local Initiatives Support Corporation was established by the Ford Foundation in 1979, has 
37 regional offices, and has channeled $1.6 billion to assist the development of over 68,000 
homes over the years. The Enterprise Foundation was established in 1982 and has channeled 
$1.7 billion to assist development of 61,000 homes. Each has an equity fund subsidiary 
(discussed above) and a philanthropic fund to attract money from foundations, religious groups, 
etc. 
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Ongoing Local/Regional Partnerships 

Several municipalities and urban regions have ongoing housing partnership organizations. 
Typically these include multi-stakeholder boards with high-profile corporate leaders involved, 
supported by staff from local or regional housing agencies. They are vehicles for building buy-in 
among the local establishment and bringing private development and especially financial 
expertise to the table. (Drdla pp. 74ff., 92ff.; Pomeroy & Lampert). Some are non-profit 
corporations while others are informal organizations. Notable cases: 


¢ The Chicago Housing Partnership was founded in 1985 to develop and rehab low-income 
rental. It channels LIHTC’s and has leveraged large amounts of private capital; 6,000 units 
have been done over a decade. 


¢ The Metropolitan Boston Housing Partnership (1991), formerly the Boston Housing 
Partnership (1982), was created by the City of Boston. Its objective is to provide resources to 
community-based non-profit housing. It raises $1 to $2 million annually, having shifted its 
priority from technical assistance. Resources include City assistance with development 
approvals, linkage fees (i.e. housing levies), state subsidies, and tax-exempt bond financing. 


¢ The New York City Housing Partnership is a non-profit organization founded in 1982 to 
redevelop foreclosed and tax-repossessed properties. Its main source is City, State, and 
federal housing funds, but it has levered large amounts of private financing. 


¢ The Greater Minneapolis Metropolitan Housing Corporation was founded in 1970 under 
business sponsorship. It has raised $7 million over the years, from corporations and 
foundations. 


Large Non-profit Developers 

Bridge Corporation was formed in 1983 and has since developed 5,000 units in 40 projects in the 
San Francisco Bay Area. It has channeled $100 million in LIHTC’s, $100 million in tax-exempt 
bonds, and $11 million in fundraised money and land. In its Development Trust Fund, its own 
funds of about $15 million have been leveraged into over $100 million in working capital. 


The Community Builders was formed in 1964 in Boston and now serves 7 cities mostly in the 
‘Northeast, and has redeveloped 10,000 units over 30 odd years. 


Federal Foundations 

The Fannie Mae Foundation was formed in 1993 by the US Federal National Mortgage 
Association (known as “Fannie Mae” and roughly analogous to CMHC in its financing role), to 
complement and round out its activities. Capitalized with Fannie Mae stock, it is a major 
intermediary in regard to providing expertise, and is alone among US foundations in providing 
significant direct capital. It has loan, grant, and award programs (32 loans totalling $4.7 m. in 
1996). 
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The Neighbourhood Reinvestment Corporation was created by the US government in 1978, 
originally to counter “redlining” i.e. lenders’ policies not to lend in certain poor (often black) 
areas. It establishes lending pools to stabilize areas while diffusing risk. Its annual budget 
(1997/98) is $50 million. It also provides or runs technical assistance, start-up grants, low-cost 
loans, and revolving funds that draw partly from patient low-return “ethical investor” capital. 


Housing Trust Funds 

Housing trust funds have been established by 110 US states, counties and cities (including almost 
all states) up to 1996. They generally draw on some dedicated public revenue source ($300 m. in 
1996), supplemented in some cases by state and occasionally local appropriations ($42 m. in 
1996). They are usually administered by a board that is multi-stakeholder and arms-length from 
the government sponsor. Typical revenue sources include real estate transfer fees, restaurant 
taxes, linkage fees (housing levies), etc. The few largest municipal or urban county funds have 
raised $3 m. to $5 m. annually. 


United Ways and Charitable Foundations 

The 40,000 US foundations play a minor role in affordable housing, though estimates are 
imprecise. A recent estimate identified approximately $77 million annual to housing and 
homeless activity (1.2% of the annual granting by US foundations); but much of this is toward 
shelters, some of it to housing intermediaries; grants to local community development 
corporations ($180 m. in 1991), especially by the Ford Foundation, also go partly to support 
some housing activities. 


Most activity is in a few cities, through a few foundations active in housing. A notable case is 
The Boston Foundation which was a major initiator of the Boston Housing Partnership (above), 
providing it a $500,000 start-up grant, and also gave $2 million to the Local Initiatives Support 
Corporation. In Greater Minneapolis-St. Paul, the McKnight Foundation is active. 


Most foundation giving does not support the hard costs of housing acquisition and construction, 
but supports capacity-building, transfer of know-how, etc. 


United Ways’ support for US housing development has increased in recent years, rising from $22 
million in 1988 to $36 million by 1996. Certain United Ways have decided to make housing a 
priority. 


5. Options in the Canadian Context 
5.1 Existing Activity 


Several of the US models described here have parallels in Canada, but in much more embryonic 
form. 
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The Fonds d’investissement de Montreal (Montreal Investment Fund) is an equity fund and 
financing consortium that also has elements of an ongoing regional partnership. It was founded 
in 1996, involving former City staff, a Bronfman family trust, Caisses Populaires Desjardins, and 
union pension funds. Its objective is to rehabilitate housing and tum it into cooperatives - 800 
units in phase 1. The partners provide $5 m. risk capital at the outset. Upon upgrading, the 
partners will profit from viable mortgage lending for stock that, without the partnership, would 
remain or become derelict and would threaten the value of other properties and mortgages in the 
neighbourhoods concerned. 


Manitoba’s recently formed Housing Opportunity Partnership transplants the trust fund idea to 
Canada under the sponsorship of the Winnipeg Real Estate Board, supported by 1996 legislative 
changes. Like several US precedents, it uses the pooling of real estate trust accounts to generate 
interest revenue ($129 m. in 1997, $90 m. this year) which is then used for acquisition and 
rehabilitation of affordable housing. Synergies are developing, as the Partnership is also 
administering $500,000 over three years from HRDC for inner-city housing activities. 


The City Toronto has the Social Housing Reserve Fund, inherited from the former City; it is the 
product of developer contributions for housing from negotiated density agreements in the 1980's. 
About $11.5 million was contributed to the fund from 1986-90 when it was active (see comments 
in next section about future use). ; 


The “Housing Ontario Fund” was sponsored in the mid-1990's by the Ontario government, to 
channel immigrant investor capital to affordable housing. It is now fully subscribed, and has 

been allocated to affordable ownership (mainly condo) developments. The opportunity to use 
immigrant investor capital in that way is no longer open. 


Canadian United Ways have sometimes made housing a priority. A notable example was the 
United Way of Peel which initiated Homestarts, one of the major “resource groups” supporting 
local groups developing housing under the programs of the 1980's. 


The “Raising the Roof’/“Chez Toit” fundraising initiative is an effort to put Canadian housing- 
related fundraising in higher gear, with a major “event” raising $72,000 in spring 1998 and 
similar plans for the next two years, with 5 targeted beneficiary groups (Sistering, Houselink, 
Fred Victor Centre, Homes First Society, and Native Child and Family Services). This came out 
of a business plan developed with the support of Montreal’s McConnell Foundation; major 
sponsors such as the Bank of Montreal, Molson’s, and the Daniels Group are involved. The 
organization is seeking to replicate the Toronto activity in other major cities. 


Other examples could be cited, but all are small in scale. 
Federally, the Canadian Centre for Public-private Partnerships in Housing was formed within 


CMHC in the early 90's, to support some housing activity as the federal government withdrew 
from any substantial support. It has three main lines of activity: 
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e Channeling CMHC start-up funding to local non-profit groups attempting to develop 
affordable housing without senior government funding (up to $75,000 per project); 

e Providing an access point for non-profit groups to apply for CMHC mortgage insurance (this 
amounted to little until recently, when there have been some indications of more flexible 
criteria being applied); 

¢ Disseminating documentation and “how to” information about local partnerships for 
affordable housing. 


It has been pointed out (Pomeroy & Lampert) that the partnership projects accomplished without 
government assistance are rarely for low-income people except occasionally seniors, because that 
takes more money. There is little private-sector participation to date in Canada. The Centre 
itself has a very limited role in comparison to US intermediaries. 


In a similar vein to the Partnerships Centre is “Homegrown Solutions”, a collaborative venture of 
CMHC, CHRA , the Cooperative Housing Federation of Canada, Canadian Home Builders’ 
Association, and FCM. It provides start-up funding of $20,000 per project to local groups 
developing affordable housing without senior government funding. Two or three catalogues and 
various information sheets have been published, documenting the initiatives funded. 


5.2 Current Proposals 
Several ideas are circulating currently in regard to equity funds and foundations. 


CHRA’s Foundation Proposal 

The Canadian Housing and Renewal Association, the national affordable housing umbrella 
organization, has proposed the establishment of.a Canadian housing foundation (information 
previously circulated; revised summary proposal attached). 

This foundation is proposed as a way to support some supply/acquisition activity in the context 
of federal housing devolution. It would be a vehicle to receive funds from governments, 
corporations, individuals, and other organizations, and to channel these to local non-profit 
housing groups. It is seen as a Suitable vehicle to use the federal “spending power”, taking some 
inspiration from the Millennium Scholarship Fund. The foundation would become a vehicle for 
synergies, as in the US, to attract other contributions and provide a range of support to local 
partnerships. The structure would include a multi-stakeholder board and regional advisory 
boards. 


¢ The proposal suggests endowing the foundation with three annual contributions of $200 
million each. The target would be to support 500, 1,000 and 2,500 units in years 1, 2, and 3 
successively. 

e The foundation would dispense the income from its endowment as well as attracting other 
funds. 

e The preferred form of support is interest-free loans that reduce projects’ need for mortgages 
and debt service, probably at an average level of $20,000 per unit. 
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An earlier version of the proposal advocated an annual federal contribution to permit distribution 
of $500 million annually, creating (or acquiring) 12,000 to 18,000 units a year. It named some 
specific federal funding sources including dividends from CMHC’s Mortgage Insurance Fund, 
reinvestment of existing housing subsidy savings, and possibly a tax credit. A need was 
identified for complementary rent subsidies from sources outside such a foundation. 


CHRA, with HRDC funding, is now completing selection of a consultant to take the proposal 
further by consulting with potential stakeholders, developing a preliminary financial plan, and 
developing options for the structure of the foundation. 


Community Reinvestment Coalition 

The Community Reinvestment Coalition is a Canadian advocacy group that has recently started 
getting attention in their push to adopt US-style “community reinvestment” requirements and 
apply them to Canadian financial institutions. The prospect of bank mergers has raised the 
profile of such efforts to impose some quid pro quo's on empire-building by financial-sector 
corporations, corresponding to the public trust lodged with them. 


It has been pointed out that “community reinvestment” requirements might not do much for 
Toronto, which clearly gets a disproportionate share of Canadian capital placement. But it might 
benefit affordable housing, even in Toronto. 


Emergency Housing Building Fund 

John Andras, the initiator of Project Warmth, has proposed establishment of a housing fund that 
would attract private capital on the basis of tax credits, to build affordable housing. The 
proposed tax credit (in the current version) is the one available for “labour-sponsored” venture 
capital funds; it is not clear to me whether legislative or regulatory changes would be needed to 
do it within that category. 


Per the draft prospectus, individuals would be eligible for federal and provincial tax credits at 
levels to be determined, on contributions of up to $10,000 annually. These would yield a return 
for the investor and would be RRSP-eligible. 


City Capital Fund 

City Shelter/Housing staff are currently preparing a report recommending establishment of a City 
housing capital fund. The Social Housing Reserve Fund (above) was transferred to Cityhome in 
the early 90's and is now worth about $6 million. Staff are now looking at the option of turning it 
into a City revolving fund for housing development, possibly to be augmented from other 
sources. 


Pomeroy & Lampert Partnerships Study for CMHC 

The forthcoming Pomeroy & Lampert study for CMHC, on the US housing partnerships system 
and its lessons for Canada, was provided to the Task Force by the chairman of CMHC. The 
points to a number of key conclusions, some already noted here. 
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¢ The partnerships system has evolved over time in reflection of the particular circumstances of 
the US; it and the housing it produces cannot be replicated at will in the same way in Canada. 
* The system depends on substantial federal and other government inputs (mainly tax credits, 

CDBG and HOME), both in direct financial terms and as a mainstay for the intermediary 

organizations. 

e The government financial support has spawned a whole infrastructure of institutional support 
for housing development via intermediary organizations. 

¢ The system stretches public dollars a lot further, by attracting additional contributions from 
other governments and private capital investors or lenders. 

e Based on that experience, measures to develop effective partnerships system in Canada 
would need to include: 

- significant public funding, 

- establishment of ongoing local housing partnerships aiid associated trust funds, 

- development of lending policies appropriate to non-profit housing, 

- expansion of the CMHC Partnerships Centre with an emphasis on capacity-building, not 
just project support, 

- more effective collaboration by the Partnerships Centre with national organizations in the 
financial sector, 

- partnerships with organizations such as the Canadian Real Estate Association, FCM, 
Canadian Bankers Association, etc., with a view to generating support via “matching 
grants” etc., and 

- building consensus and specific agreements to channel savings in housing subsidy back 
into housing. 


5.3 Observations on Options 


Why a Tax Credit in the Canadian Context 

Tax credits provide a way for the federal government to give support to housing, an area it has 
decided to vacate for long-term reasons of constitutional politics - i.e. it can leave that policy area 
the provinces, Arguably, constitutional reasons figured at least as prominently in the federal 
decision to largely vacate housing as did the more immediate reason of cutting spending. 


The current governme::: has shown its willingness to use tax credit approaches in a number of 
areas of shared or contested jurisdiction, notably the National Child Benefit. 


Alternatives to US-style credits 

There are obvious ways to use tax credits that avoid the inefficiency of the US LIHTC system. It 
should not be necessary to syndicate tax credits accruing to housing developers, form limited 
partnerships, etc. 


A leading option is to provide tax credits to registered housing foundations, whether national, 
provincial, or local/regional. The analogy is a mutual fund, registered charity, or “labour- 
sponsored” venture capital fund. 
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Clearly there are issues of fundraising competition, but this is a matter of capital fundraising 
and/or limited-return equity, not of operating dollars for services. 


Public Funding 

Significant spending is needed in order to make a difference -- even when project costs are 
reduced as proposed in this supply strategy. Even in the US, the scale of philanthropic activity 
for housing is minuscule compared to the needs or to the funds generated via tax credits. 


Tax-Exempt Bonds 

This instrument could be readily adapted as a new variation in Canadian capital markets, given 
the required legislative change. Nevertheless, this instrument does not address the fact that low- 
income housing needs not just inexpensive loans, but also no-interest equity such as tax credit 
capital or government grants. 


It is not a high priority, especially compared to desirable options such as CMHC changes in 
Mortgage Insurance Fund rules, or availability of direct CMHC lending for new non-profit 
partnerships. 


Critical Role of Foundations 
Foundations or intermediaries can play a critical role and generate spin-off benefits and synergies 
in Canada: 


* With a mainstay of capital from governments directly or generated by tax credits, foundations 
can then attract other contributions, and can leverage private financing for housing. 

e They can be an effective vehicle for building partnerships with the financial and development 
sectors which bring enormous expertise. __ 

e By taking a multi-stakeholder approach they also build buy-in from corporate and community 
leaders, raise public awareness, and legitimate affordable housing as a community concern. 


The most promising strategy is therefore to establish effective foundations, as intermediaries. 
This is a second best to getting governments to reinstitute major housing programs - but it would 
be imprudent to put much reliance on the odds of such rebirth. 


Foundations at the national and the local/regional level would have distinct purposes: 


e Nationally, a foundation would be a vehicle for channeling federal spending without having 
to get CMHC back into running housing programs (see next section). It would be a vehicle 
for channeling private money attracted by the availability of tax credits. 


e At the local/regional level, a foundation is a vehicle to get the involvement of key corporate 
and community leaders; build consensus on and legitimacy for affordable housing; sponsor 
housing development in the “905"; and allocate federal tax-credit-based/foundation money in 
ways that reflect local priorities. 
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To achieve this, a Greater Toronto rather than City scale is needed. Many local politiciansin 
the GTA may be more comfortable in a charitable body having a municipal link, than in a 
direct municipal agency. A Greater Toronto housing foundation could act in a way the 
Regional governments and the GTSB are unlikely to - or could encourage them to do so. 
Pomeroy and Lampert identify a strong potential benefit from establishing ongoing 
partnerships at the urban region level, with more freedom of action than could occur within a 
public agency proper. 


Developing the Foundation Idea 

The City of Toronto could initiate some detailed work around establishing a local/regional 
foundation. This could be some form of detailed feasibility study, similar to what CHRA is now 
initiating at the national level; and similar to the support the City of Toronto and Metro gave to 
studies leading to establishment of the Canadian Urban Institute. 


5.4 Relation to Federal Housing Devolution 


Federal support through tax credits or a foundation does not require any reversal of the current 
negotiations to devolve federal “program administration” responsibility. This is important, in 
that federal housing devolution is driven by constitutional politics and not easily reversible; it is a 
fait accompli in six smaller provinces already; and the City of Toronto has adopted a position in 
favour of federal devolution in order to achieve program reform and thereby “say for pay”. 


“Program administration” refers to the process of approving housing provider agencies’ budgets, 
reviewing their audited statements, setting overall budget allocation priorities, setting general 
operating policies, undertaking periodic compliance reviews, and troubleshooting agencies when 
needed. There are currently five main programs, which are a mix of federal, provincial, and cost- 
shared (but provincially-administered) programs. 


If CMHC devolves to Ontario control over all housing program administration rather than only 
the provincial programs, Ontario can implement a simplification of program structure. This will 
make it easier (some would say feasible) to devolve program administration responsibility to 
municipalities (CMSM’s). Such simplification is being recommended, for that reason, by the 
Social Housing Committee set up in 1997 to look at these questions. 


The simplification will consolidate the current complicated program structure (using a simple 
rent supplement subsidy system like that proposed in our Task Force new supply strategy), and 
put an end to the current situation where the municipalities pay but have no control over how the 
funds are used. 


The issue is not whether the federal government administers programs, or leaves that to the 
provincial and municipal governments. The issue is the reinvestment of savings realized by the 
federal government over the past half decade, reinvestment of the much large savings projected 
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over the next 40 years, and indeed the even larger funding required to meet needs. 


The current devolution agreements between the CMHC and other provinces provide that federal 
subsidy will gradually decline to zero over a 30 to 40 year period as existing project agreements 
expire. Instead, savings should be reinvested back into housing, in the form of capital grants as 
recommended in our new supply strategy as well as through Residential Rehabilitation 
Assistance Program (RRAP) loans under the current National Housing Act. Reinvestment of 
those savings is not sufficient to meet the scale of needs identified, but it is a large start. A 
foundation is today’s likely and feasible vehicle for such reinvestment. Minimally, a foundation 
can be a way to prevent governments nationally, provincially, and at the Greater Toronto level, 
from scooping the money off elsewhere. 
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Appendix “B” 
Discussion of Specific Inputs and Resources 


This section discusses in more detail the five main types of inputs and resources to the 
partnership: land, capital, financing of loans, taxes, and rent supplement.” The purpose of this 
section is to describe the logic, merits, or precedents of the various inputs. Earlier subsections 
described a desired way to combine the resources, and the roles of the various parties. 


(a) Land 

Land is a unique factor of production, and a major component of housing development costs. 
Land can be made available for housing on terms that involve writing down the cost or deferring 
payment until later in the life of the project. Th public interest in supporting affordable rental 
housing justifies the municipality incurring some opportunity cost (foregone revenues) on its 
lands, by accepting sale or lease on terms other than full market value up front. 


There are many precedents for such approaches: several sites provided at low cost in the early 
days of Metro Housing Company by various municipalities; landbanking activities of the old City 
of Toronto in the 1980's; Metro’s land for housing policy and its former Bridge Financing Fund; 
the variety of public-private partnerships being facilitated across Canada today by CMHC, using 
land contributed by church groups or service club sponsors; activities of other large cities, 
notably a public-private partnership in Vancouver that produced 1,150 rental units in the early 
1990's using municipal lands.” 


Land can be provided at a cost that is reduced or deferred, thereby reducing development or costs 
or financing requirements. Land is a part of development costs that -- unlike construction costs -- 
can be reduced or deferred until after the cash-squeezed first few years of a project. The 
contribution of land can be a form of equity, reducing cash equity requirements and enabling 
access to financing; it is a means of reducing costs and improving cash flow in the difficult first 
few years of a project. Land costs can be structured in a number of ways: simple leasehold 
(always slightly below freehold market value); deferring payment until after the first few years; 
nil return on land; etc. 


(b) Capital 


Capital contributions in combination with other inputs are essential to allow new projects to 
break even in year 1 at mid-market rents. Capital is preferred to ongoing subsidies for the 
“supply subsidy”: that is, to cover the part of project cost that exceeds what can be amortized 


38 The description of several of these inputs is taken from the Housing Stakeholder Panel Final report, 
various pages. 


39 See Drdla. 
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within market rent revenues. By reducing the amount of project cost that must be covered bya 
mortgage, they permit the project to achieve lower break-even operating costs. Capital 
contributions are simple, being a one-time payment with no necessary ongoing involvement by 
the granting body. They are cost-effective compared to ongoing operating subsidies, because 
there are no interest charges. . 


Capital contributions can also enable mortgage financing to be more easily obtained because 
potential market revenue can cover project costs. By lowering the amount of mortgage loan 
required, capital contributions may make the project more eligible for mortgage financing in the 
first place, or achieve better interest rates or cheaper mortgage insurance. 


Capital contributions enable geared-to-income assistance to be provided through simple rent 
supplement or internal cross-subsidy, avoiding complex operating subsidies with the legal 
agreements and funder’s budget review entailed. They permit rent supplement to be provided at 
an economical cost per unit, competitive with the costs in existing older apartments. The 
preferred direction for non-profit housing today is to separate the “supply subsidy” from the 
“geared-to-income” subsidy or rent supplement; capital grants are in harmony with this direction. 


The scenarios in Appendix “C” show many housing projects viable on a break-even basis at 
capital or equity contributions of $10,000 to $30,000 per unit, depending on the type of project. 


Capital may come from various sources and in various forms. Key sources identified here are the 
City capital budget; soft costs from the City operating budget; a dedicated City fund, CMHC or 
support ministry contributions; and fundraised or developer equity. 


Key variations on the form are outlined here: grant, equity, or second mortgage (bridging or long- 
term). If need be, the purpose of the grant can be secured by a second mortgage that would 
become payable if the sponsor group fails to adhere to its “affordable housing” objectives. They 
could be provided as a matching mechanism for sponsor-group or municipal contributions -- a 
way to channel federal funds to Toronto where there is most need, while being even-handed vis- 
a-vis other areas. There is a precedent for capital grants in previous housing programs, notable 
the first non-profit housing program (the Community-Sponsored (15.1) program of 1974-78). 


City Capital Budget 


The City could fund a portion of the construction costs from its capital budget, as it would with 
public works or a Home for the Aged renovation. The City could also make a grant to a project 
from its operating budget. These are the most straightforward ways to support housing 
development. The proposal for 


Equity contributions have been an important support for affordable housing. All public housing 


built within the boundaries of today’s City had 7.5% Metro equity (including all Housing 
Company seniors projects built until 1978). Non-profit housing built from 1974-78 received 
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federal capital grants, typically for about 10 percent of project costs. The City’s current 
participation in the affordable housing project at 30 St. Lawrence includes a capital contribution. 


The City could decide to set criteria for capital or equity contributions, such as tying them to the 
value of particular components of project costs, such as land costs or soft costs. The City could 
decide to match the value of fundraised and/or federal equity contributions. 


Covering Soft Costs from City Operating Budget 


Development of affordable housing, whether new construction or acquisition /rehabilitation, 
involves “soft costs” such as architectural fees, planning consultants, surveys, salaries of project 
development staff, marketing costs for market rental or ownership units, etc. Conventionally, 
and for tax purposes, these projects are capitalized as part of project costs. It is possible, at least 
in the case of projects developed directly by the City or its housing agency, to cover such costs as 
operating expenses of the City’s housing development function. City absorption of soft costs 
outside the project budget is equivalent to a form of capital support. Soft costs lend themselves 
to not being capitalized in a project mortgage in a way that land and construction costs do not. 


Soft costs, net of carrying costs, amount to between 3 and 6 percent in the scenarios in Appendix 
“C”, Paying for these as an expense outside the project budget can reduce the amount that must 
be financed through mortgages or direct capital contributions. 


Such costs are handled in different ways for different types of public or non-profit undertakings. 
Under the former non-profit housing programs, soft costs were capitalized because they were 
then covered by federal or provincial subsidies. The municipality sometimes had to subsidize 
soft costs when, on complex urban sites, they exceeded the levels allowable under the programs. 
Contributions of staff development time are sometimes found in US non-profit development. 

In the case of public works, it is customary not to capitalize all consultant and planning costs. 


Dedicated City Fund 


Various cities have established Housing Trust Funds: a body administering revenues targeted to 
affordable housing, usually from a revenue source dedicated to the purpose. a dedicated source 
can provide some consistent funding from year to year, independent of the shifting fiscal tides. 


Housing Trust Funds are an idea that has been adopted widely across the US.“ Nearly every 
State now has one, as do a number of cities including Boston, San Francisco, San Diego, Dade 
County (Miami), and Montgomery County (suburban Washington). Dedicated revenue sources 
commonly include taxes on land title documents, interest from trust funds for real estate 
transactions, development charges, etc. 


“° Drdla, section 4. 
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The “Trust Fund” idea entails a second element as well. Funds are usually allocated by a body 
with representation from community-based and financial-sector interests, and supporting a 
variety of types of projects -- rather than administered as a part of general revenues in a 
standardized program spending structure. This manner of administering funds can become part 
of a strategy to get multi-sectoral support and involvement in affordable housing development. 


In the US, some funds depend on appropriations from an annual budget, while others use one- 
time allocations from major land sales, lottery proceeds, windfall settlements, charitable 
contributions and the like. The largest amounts have been collected by state-level housing trust 
funds. The main sources used by US States are fees on real estate transfers (generating $115 
million annually in Florida), interest earned from central consolidated funds for holding deposits 
for real estate transactions, and surpluses in bond reserves from bond re-financing. At the city 
level, development fees have been by far the most widely-used and productive source. Major 
cities and urban counties have typically collected $1 to $5 million per year. Dade County 
(greater Miami) has obtained $7-14 million a year from fees on real estate transfers, and another 
$7 million annually through a 1% tax on meals at restaurants serving alcohol. San Diego, in 
addition to development fees, collected $3 million over two years from a hotel tax (now 
rescinded), and $7 million in dedicated proceeds from the sale of city lands. The State of 
Washington is one of a few that has supported a trust fund through regular budgetary 
appropriations - $25 million per year for the past six years. The City of Seattle in a public 
referendum in 1996 voted $8 million per year from property taxes to support its trust fund. 


City staff have proposed some ideas for a dedicated City of Toronto fund, possibly using the 
existing Social Housing Reserve Fund, the Jobs Ontario Homes settlement with the Province, or 
a Share of savings from non-downloading of supportive housing, or other sources. Funds related 
to land use approvals (section 3 above) could also be used. 


Federal or Provincial (CMHC or Support Ministry) Capital Contributions 


Equity contributions could also come from other non-profit or governmental! sources. Section 4.2 
proposes capital contributions as an appropriate form of federal contribution to a City-led 
housing partnership. It also discusses provincial capital contributions toward supportive housing. 


Government capital can also be provided by way of taking a true equity position in a project, 
making the contribution a sort of down-payment to the mortgage registered on title. If there is 
concern about a project ceasing in future to be affordable housing, the capital contribution can be 
registered on title as an interest-free second mortgage payable only in the event of the project 
ceases to meet City affordability criteria. 


The possible use of tax credits and foundations as a channel for federal capital is outlined in 
Appendix “A”, which looks at US precedents and options in the Canadian context. 


Fundraised or Developer Equity 
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Fundraised capital or equity contributions could be made by a non-profit group developing a 
project in partnership with the City, or by a foundation that had affordable housing as part of its 
mandate. Fundraised contributions to a housing project would achieve the same result as City, 
provincial, or federal contributions, reducing the amount of mortgage required and permitting the 
project to achieve lower break-even operating costs. 


Various non-profit groups will be interested in affordable housing partnerships with the City. 
The City could give higher priority to supporting projects involving fundraised equity. In the 
case of registered charities or foundations, tax receipts can be issued for charitable donations for 
such purposes. Community-based organizations are increasingly involved in fundraising, for 
housing, and have long been accustomed to Ministry of Community and Social Services 
requirements for fundraising that have applied to some of its funding. 


Capital projects are a highly “marketable” item for fundraising purposes, although fundraising 
today is an arena of stiff competition among agencies that have all been experiencing rising needs 
and declining government funding. Certain non-profit organizations in the City have raised large 
amounts of money for projects such as long-term care facilities, and capital projects are a major 
focus of hospital fundraising. 


In the US, fundraising for housing has increased significantly since the early 1980's, although it 
still accounts for a small percentage of project costs. In certain US cities (e.g. Minneapolis).*! 
fundraised money is unusually prominent because of particular foundations active locally. 


Some private developers may also see opportunities to make money on development in 
partnership with the City. In such cases, developer equity may be involved 


Federal or Provincial Bridging Second Mortgage Loans 


A bridging second mortgage loan for a portion of capital cost, with deferred interest or no interest 
for the first 10 to 15 years of a project’s life, effectively reduces the required mortgage loan and 
the debt service costs. Reducing debt service in the first few years can make a project’s viable. 
By enabling a project to generate positive cash flow, it can make it possible to obtain the main 
mortgage financing. 


The negative or poor cash flow and limited investor return on new rental construction is mainly a 
problem of the first few years. By the end of the 10-15 year period, gradually rising market rents 
will usually have raised cash flow to the point where the second mortgage debt can be amortized 
or discharged. Such rising rents would, however, entail rising rent supplement in projects where 
it is used. 


Bridging second mortgages, typically $10,000 to $20,000 per unit, have often been provided by 


4l See Drdla. 
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government at no interest or reduced interest. Such loans underpinned most of the private rental 
production of the late 1970's and early 1980's, a time when mortgage rates had reached levels 
over 11% and private rental production was ceasing to be viable, but governments still identified 
a public interest in rental production. The Assisted Rental Program (ARP) provided 
$1,200/unit/year for 10 years without interest until year 10, and supported 40,000 units in 
Ontario, mainly in 1975-78. a series of programs in the 1980's (CORSP, ORCL, etc.) provided 
15-year interest-free loans of $4,000 to $15,000 per unit and supported production of 43,000 
rental units in Ontario.” 


This mechanism is may be suitable to the conditions of the 1990's where interest rates make 
rental projects more viable than before, but where there is still a marked gap between market 
rents and the higher break-even rents of a new project. However, rising rents must be 
realistically projected, which was not always the case with the programs of circa 1975-85. 


This would be an appropriate mechanism for CMHC to fund as part of a federal contribution to a 
City-led housing partnership. It is also a suitable mechanism for the Ministry of Municipal 
Affairs and Housing to fund, as a straightforward support to economic activity in the housing 
sector. Such loans involve an opportunity cost for the agency providing the bridging loan, in the 
form of lower interest, or lost earnings on deferred repayments by the borrower. 


(c) Financing 
Interim Financing (During Construction) 


Interim financing refers to advancing funds for acquiring land, paying architectural and other soft 
costs, and paying the contractor during the several months it takes to build a housing project. 


Interim financing is seen by lenders as a relatively risky form of lending, and can therefore be an 
absolute barrier or a significant cost in project development. In contrast to the permanent 
mortgage that has the completed building as security for the permanent mortgage, interim 
financing is usually advanced month by month based on the progress of construction, and may 
require various covenants or other assets as security, not just the uncertain value of the partly- 
completed building. 


Interim financing tends to have higher rates than permanent financing, and amounts to a 
significant part of final project cost. For example, a project with per-unit costs of $20,000 land 
and $100,000 other costs, the latter advanced in even stages over a year, would pay over $5,000 
in interim financing costs. 


Providing interim financing at all or at below-market rates can be an important mechanism in 


42 Metro Community Services and Metro Planning Departments, Backgrounder: Changing Government 
Role and Public Costs for Housing (revised, Oct. 1996). 
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facilitating affordable housing development. Interim financing was an integral part of the 
government-guaranteed financing used in the non-profit programs. Interim financing is a key 
element in the complex US system of non-profit housing finance (Drdla, s. 7). 


The former Metro government provided a form of interim financing in the form of the “Bridge 
Financing Fund” of the latter 1980's. This provided funds to assist community-based housing 
groups to acquire land for housing. In the hot real estate market of the time, it was difficult for 
groups to find vendors who would live with conditional offers to purchase during the several 
months it took to obtain government approval of the project. The Bridge Financing Fund used 
Metro operating capital and charged a reasonable interest rate. In that case, the value of the land 
was the clear collateral for the loan. 


The City could examine a number of alternatives in this matter. It could also explore a possible 
CMHC role in providing interim financing, as a federal contribution to a City-led partnership. 


Direct CMHC Mortgage Loans 


Direct lending refers to a government, such as CMHC, providing a mortgage loan to an 
affordable housing project, rather than financing being obtained from a private lender. 


The lowest-cost mortgage financing for rental development is from direct lending by CMHC. In 
general, large governments in prosperous areas have better credit ratings than private 
corporations, because their taxation powers stand behind their ability to repay. Governments can 
therefore raise capital at relatively low rates and in turn lend at relatively low rates. CMHC 
raises mortgage funds directly on the capital markets through its mortgage-backed securities 
(MBS) instruments, which pool the risks of mortgage lending and achieve rates that are at least 
1/2 point below prevailing rates. For this reason, direct CMHC financing is used today for 
mortgage renewals on federally-administered social housing. 


Direct government lending has played a prominent role in housing in Canada. Before the advent 
of sophisticated mortgage markets, CMHC loans or blended CMHC/private loans accounted for 
the majority of home-owner mortgages in Canada from 1944 to 1967. About 20,000 private 
“Limited Dividend” apartment units in Toronto were financed with direct CMHC loans from 
1945 to 75. CMHC direct loans also funded all of Canada’s public and non-profit housing built 
before 1979. Comparable history exists in most Westem countries. Mortgage lending is a 
money-making operation for CMHC. Direct lending can also provide financing where none at 
all may be available from private lenders. 


Analysis of this issue” has suggested that it would be most effective for the City to use CMHC’s 


existing role in lending rather than to enter the business itself. This would amount to an 
extension beyond the corporate role CMHC has defined for itself in the 1990's. CMHC, through 


a Lampert , Part B, p. 24. 
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its Centre for Public-Private Partnerships, is collaborating with various community-based 
sponsor groups to develop affordable housing without operating subsidies. 


Mortgage Guarantees 


Lending conditions and rates may be improved by guarantees that share or assume the risk to the 
lender or the mortgage insurer. This is one way of facilitating financing for rental projects. a 
mortgage guarantee can help a developer access a higher ratio mortgage, or to do so without the 
added cost of a steep mortgage insurance premium. 


Various precedents exist for mortgage guarantees by municipal and provincial governments. The 
provincial unilateral (Ontario-only) social housing program indemnifies CMHC for its mortgage 
insurance costs and liability. The old City of Toronto has offered and provided loan guarantees 
on selected social housing projects. 


Mortgage guarantees by the City could take two main forms: direct guarantees to a lender, or 
indemnification of CMHC for its industry-recognized mortgage insurance. Such steps would 
involve a contingent liability for the municipality, for which the risk and benefit would need to 
be carefully evaluated. While the option of City guarantees should not be ruled out, it would be 
preferable for the City to share the risk rather than assume the full risk. 


Below-Market or Philanthropic Financing 


Mortgage or other loans can be provided on terms more favourable than would normally apply to 
affordable housing projects. This may take the form of broadened eligibility criteria; lenders 
giving priority to affordable housing loans rather than to competing options; waived fees; lower 
rates; or other benefits. It is unlikely that lending would be done on a purely philanthropic basis. 


Favourable terms can take several forms. Priorities of particular lenders, US-style “community 
reinvestment” requirements, or lender participation in some form of housing partnership, may all - 
underpin favourable financing terms. Broadened eligibility criteria might involve considering 
applications for types of housing that would not normally be considered: for example, on the 
basis of the track record of a non-profit group of City involvement. “Community reinvestment” 
criteria exist under US federal banking law and require lending institutions to reinvest in all areas 
where they do business, including low-income areas; this often takes the form of projects such as 
affordable housing that would not normally be considered. Priority to housing may be based on 
social objectives of certain investors such as pension funds, and may mean that funds are 
available that would otherwise not be. Waivers of fees as a favour to affordable housing 
development may reduce project costs. Rates are in part a function of the lender’s determination 
of risk, and lender familiarity with or predisposition to support an affordable housing project may 
shift their assessment or risk and therefore reduce the cost. 


Examples of this are not uncommon. The Vancouver Land Corporation which produced 1,150 
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rental units through a public-private partnership in the early 1990's was partly underpinned by 
commitment of union pension funds to the housing objective; the Canadian Ethical Investment 
Cooperative has committed capital to affordable housing developments in the Toronto area. US 
“community reinvestment” requirements have given community groups the leverage to negotiate 
multi-year agreements on lender involvement in affordable housing. 


As part of an affordable housing strategy, the City should identify well-placed and sympathetic 
individuals who can collaborate with the City to approach the financial sector and establish an ` 
ongoing involvement of such institutions in affordable housing. 


Favourable Mortgage Insurance Criteria 


Rental developers, like home-buyers, often obtain mortgage insurance from CMHC that covers 
the lender’s risk in providing them a high-ratio (low equity) mortgage. CMHC Criteria applying 
to valuation for lending purposes greatly affect the amount of mortgage loan and equity required. 


In the example at the beginning of subsection 4.2, the mortgage possible using conventional 
valuation criteria is $51,000 or less -- although it would vary from case to case and may be 
understated in light of rent increases expected in the market. This is based on 1997 average 
CMHC survey rents of $947 for newer (post-1984) 1, 2, & 3-bedroom units; a minimum 9% cap 
rate for new construction mandated by CMHC as mortgage insurer; a loan/value ratio of 85%; 
and a 1.10 debt coverage ratio (DCR) assuming a 9% interest rate for 35 years. The project 
would require $79,000 per unit developer equity. CMHC’s present DCR requirement of 1.10 at 
9% on 35 years for new construction equates to a DCR of 1.28 at 7.5% on 35 years or 1.51 at 6% 
on 35 years. A relaxation of this DCR would be warranted if there is City involvement, security 
of a long-term rent supplement agreement, and a long 20-year mortgage term to greatly reduce 
the risk of “interest renewal shock”. (CMHC recently announced the use 1.20 DCR on the 
contract rate for existing buildings when terms exceed 10 years and is reviewing its rules 
applying to new rental construction.) In this example, a DCR of 1.10 on the contract (actual) 
interest rate would be justified; 1.10 on 7.5% (30 year amortization) would mean a loan of about 
$59,000 and $8,000 less developer equity. 


Valuation of not-for-profit projects should not relate solely to “exit strategy” -- the scenario 
where the project defaults and must be sold off -- but should take account of City involvement, 
the sponsor agency’s track record, long-term rent supplement contracts, the unsuitability of high 
debt coverage ratios in not-for-profit operating budgets, etc. 


The cost of mortgage insurance also matters. CMHC is currently the only provider in Canada of 
mortgage insurance for rental projects, and its premiums are much higher today that at other 
times over the past 40 years (up to 5.5 percent for an 85 percent loan). Reducing these costs 
would be an aid to rental construction. 
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(d) Taxes 
Property Taxes 


Property taxes rates for multi-unit rental properties (multiple residential assessment class) are 
much higher than those for 1-to-6 unit residential properties which include all owner-occupied 
houses or condo apartments and small rental properties. This inequity has been documented in 
the report of the Ontario Fair Tax Commission; the Golden report, Greater Toronto; the Lampert 
report, The Challenge of Encouraging Investment in New Rental Housing in Ontario, and in 
various reports to and discussions of the City’s Assessment and Tax Policy Task Force. The 
rates for multi-unit rental in Metro Toronto are about 2 times as high on an equivalent-unit basis, 
and 3 to 4 times on a market value basis. Property taxes are a large part of rental operating 
expenses. 


Reducing this inequity, for example by lowering the rate to the residential rate that applies to 
home-owners, increases cash flow and raises investor return, or brings down break-even not-for- 
profit rents. Most Ontario cities have some level of inequity in the taxation of multiple 

- residential, but the inequity is considerably higher in Toronto than in most Ontario cities. 


In recognition of this issue, the new Fair Municipal Finance Act provides a municipal option to 
designate a special assessment class for new multi-unit rental projects, with a lower tax rate for 
up to 8 years from completion of a project. Application of this option by the City is an important 
step needed in support both of private rental and not-for-profit rental production. 


Waiver of Development Charges and Other Fees 


Development charges and other fees such as building permit fees, inspection fees, hook-up 
charges, and land use application fees all add to the capital cost of housing. 


The scenarios used in Appendix “C” show no development charges or related fees, at a savings 
of $6,000 to $10,000 per unit for most new development. 


As the City of Toronto examines how to encourage affordable rental housing,, it must bear in 
mind the disincentive effect of levies and front-end charges on housing production. a continuing 
policy of no development charges on modest-cost housing would be a necessary step in 
encouraging new rental development. A waiver or reduction of other front-end fees for rental 
developments likewise needs to be considered. 


In the case of development charges and most of the other fees, there is no direct opportunity cost 


(foregone revenue) if the City does not charge. The charges pertain to development that simply 
will not happen in the absence of these kinds of indirect City supports. 
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Reduced GST 


Rental development bears an inequitable GST burden. The shift from the former Manufacturers’ 
Sales Tax to the GST resulted in an approximate tripling of the federal sales tax on new rental. 
Private rental buildings pay the full 7 percent GST on market value, whereas GST rebates mean 
an effective rate for owner-occupants (for prices under $350,000) of 4.5 percent and for some 
non-profit rental developers of 3.5 percent. It is not apparent that City-led rental development 
would be eligible for any rebate on GST. Any future harmonization of the Ontario Sales Tax 
with the GST would present the risk of further tax hikes. 


Reduction of GST to 3.5% would save $4,000 to 5,000 on a typical rental unit, and reduce the 
amount of capital that would have to be contributed. 


No federal action to introduce such rebates on GST is planned. Metro Council in April 1997 
adopted a recommendation urging the federal government to provide GST rebates to developers 
of private rental housing equivalent to the rebates given to owner-occupied housing. GST on 
rental development remains an important issue to be pursued when opportunities permit, by 
Council and by the municipal housing development function. 


(e) Rent Supplement 


This proposed rental development strategy involves using capital support to reduce mortgage 
costs to levels supportable within mid-market rents. Rent supplement is then used to bridge the 
difference between market rent and the geared-to-income rent that a low-income family can 
afford. For singles housing, the strategy proposes building forms that can break even at $325 per 
unit monthly (net of any support service costs in supportive housing), equivalent to the shelter 
component of social assistance. 


Rent supplement is one form of ongoing housing subsidy, covering the difference between what 
a tenant household can afford to pay (rent-geared-to-income based on standard criteria) and the 
market rent of their unit. The subsidy is tied to a particular rental unit, and is paid by the 
government housing agency directly to the landlord. The choice of who gets rent supplement 
assistance is usually up to the public agency involved, with the landlord being required to select 
the tenant from among applicants referred from the assisted housing waiting list. 


-Rent supplement is a different kind of mechanism from most others discussed here. Most 
mechanisms lower the project’s capital and operating costs and thereby achieve lower break-even 
rents. However, such rents, slightly below market, will still not be affordable to many 
households unless there is rent supplement. 


Some subsidized rents can be achieved by internal cross-subsidy within a project. In many cases, 


however, break-even rents may not be enough below market, projects may be targeted to high 
shares of low-income households, or tenant incomes and rent payments may be too low to 
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subsidize by internal cross-subsidy. In such cases, rent supplement is needed to provide an 
ongoing subsidy from resources from outside the project. 


Additional rent supplement allocations could be funded by reinvesting the savings in municipal 
(formerly provincial) social housing subsidies that have been realized over the past 2-3 years 
through mortgage renewals at today’s lower rates. 


Rent supplement would simply extend the rent supplement system that is in place today in 
Toronto, subsidizing approximately 3,000 private rental units and a substantial minority of social 
housing units. The rent supplement system is administered under budget setting at Ontario 
Housing Corporation, through contracts and payments managed by MTHA. 


Rent supplement is a suitable form of ongoing subsidy for City-led projects developed outside 
the framework of a social housing program. The majority of social housing units get general 
operating subsidies that require more detailed review of budgets by the funder. By contrast, rent 
supplement is simple to administer and can be applied to social or private rental projects. 


The City should pursue rent supplement for up to half the units in projects developed in a City- 


led partnership, or some other agreed ceiling, as a form of reinvestment of recent federal, 
provincial, and municipal social housing cost savings achieved through mortgage renewals. 
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Appendix “C” 
Project Capital Budgets (proformas) Illustrating the Proposed Approach 


Notes to Tables 


Project Capital Costs and Financing 


Line: 

1&2 New construction costs/sq.ft. based on prevalent rates in 1998 for each relevant building type. The “high” case is 
intended to reflect medium rather than high-end Jand and construction costs. Underground parking is assumed for the 
high-rise. Land costs are absorbed outside the project budget in the Assisted Case. Land costs for SRO estimated at 
1/3 to 1/2 that of regular units: i.e. smaller in rough proportion to smaller unit size and/or revenue stream (no land 
market exists for SRO's). 

2a PST estimated at 8% x 40% of value of construction. It is rebated in the Assisted Case. 

3 Carrying costs are crudely estimated at Land + 1/2 construction for l year at Base Case mortgage rate +2%. These are 

assumed to be carried outside the project budget in the Assisted Case. 


4&5 Development charges & fees, soft costs: generalized from estimates prepared by municipal housing development staff 
(incl. parks levy, proposed dev’t charges as of summer/98, OP/rezoning application fee, etc.). Waived in the Assisted 
Case. 

6 GST applies to all costs even if provided in kind; it is half rebated in the Assisted Case. 

8 Capital Contributions equal the balance required given the mortgage loan amount; except for the SRO case where capital is 


set at the amount that will permit break-even operation (line D equals line E) and no rent supp. 

9 Mortgage loan is the lesser of the loan at 85% of value or the loan permissible given DCR requirements (lines b and c 
below); except for SRO case where it is set at a level that permits break-even operation and no rent supp. 

10 Mortgage insurance fee set at 5.5% of the loan amount in ali cases (except acquisition 5%) although in reality it will vary 
depending on loan/value ratio. 


Operating Costs 

A Amortization: 6.0% (5-year NHA >$1M) Base Case; in the Assisted Case, 5.25% is assumed for CMHC direct lending. 

B Maintenance and Operations. -Set at $300 reflecting non-profit not private-sector norms; 2/3 that level in the SRO case. 

C Property Taxes based on $2,000-$2,400 annual in Base Case; half that level for Assisted; half that level assumed for SRO. 
E Market Rent is based on 1997 average CMHC survey rents of $683 1B, $821 2B, $1002 3B; an equal mix of each unit size 


is assumed and 2% vacancies are factored in. For SRO fixed rent of $325 (less 2% vacancy). 


Valuation for Lending 

Lending value is based on market rents, making allowance for other expenses and for risks. It is the lesser of: 

- loan at 85% of lending value where value is determined by applying a discount rate to the revenue stream; or 

- loan equal to: amount that can be carried by revenues net of management expenses, divided by Debt Coverage Ratio (DCR) 
to leave a cash “cushion”, using a mortgage interest rate at a level (determined by the mortgage insurer) that reflects in part 
the risk of rising rates at renewal, 

in these cases the 85% loan/value constraint on mortgage amount is the one that comes into play, so a cheap 5-year term is 

chosen. In other cases, the DCR may be the constraint that comes into play {as described in the example in the body of this 

. report), in which case a longer-term Joan at a higher interest rate may work better. 

Line: 

a Market Rent based on 1997 average CMHC survey rents for post-1994 units of $780 1B, $997 2B, $1065 3B; equal mix of 
each unit size and 2% vacancies. For SRO case, half that level is assumed. 

b Maximum ioan based on 85% of lending value. Discount rate for calculation of lending value is assumed to be 8 to 9% 
although in reality it may well be 9 to 10% for SRO’s and for acquisition. 

c Approximate maximum loan based on Debt Coverage Ratio. Management expense ratio of 50% is assumed, regardless of 
Operating Cost lines B and C. DCR calculated at 1.10 on 9% for the Base Case and 1.10 on 7.5% (assuming 20-year 
mortgage term) for the Assisted Case. 


Effective Total Subsidy/unit: 

This expresses the total value of indirect support 

Land, Capital, soft costs & equivalent: Lines 1, 5, 8. 

Taxes and charges: lines 2a, 4, 6; also includes line C when expressed in | Operating $/unit/mo. 
Financing: Lines 3 and the effect of a lower interest rate. 


Potential Cross-subsidy in Year 1: 

This is calculated by taking any surplus of revenues over operating costs (Line E minus line D) and dividing it by average 
subsidy requirements (market rent minus assumed RGE! rent of $350) to yield a count of units that could potentially be supported 
by internal cross-subsidy. In reality this surplus or part of it may be needed for a reserve fund. The surplus can be expected to 
rise as the years progress. 


CASE 1. HIGH-RISE ACQUISITION /REHAB (equal 1, 2, 3 bed) 


Background paper for the Homelessness Action Task Force 


Costs per unit, (A) 
based on a project of 120 units. BASE CASE 
Low High 
PROJECT CAPITAL COSTS 
1 Land 50,000 60,000 
2 Construction 5,000 15,000 
2a PST Rebate 0 0 
3 Carrying Costs 1,000 2,000 
4 Dev't Charges & Fees etc. 0 0 
5 Other Soft Costs 3,000 6,000 
6 GST 4,130 5,810 
7 Total 63,130 88,810 
8 Capita! Contributions (L9-L7) 12,130 42,810 
FINANCING 
9 Maximum Loan {b or c below) 51,000 46,000 
10 Mort. Ins. Fee 5.0% 2,550 2,300 
11 Total Mortgage Loan 53,550 48,300 


OPERATING COSTS (Monthly, year 1) 


A Amortization 321 290 
B Maintenance & Operations 300 300 
C Property Taxes 167 208 
D Total Costs 788 798 
E Market Rent (after 2% vac.) 819 819 
VALUATION FOR LENDING 
a Potential Market Rent /Mo. 835 835 
b Max ioan at 85% of value 52,000 46,000 
c Max. loan under DCR limit 51,000 51,000 


SUPPLEMENTARY INFORMATION 


1. KEY ASSUMUPTIONS Low High 

Sq. ft./unit gross 

Constr. cost/sq. ft. 

Annual Taxes $2,000 $2,500 


Fi t ; 
Land, capital, soft costs, & equivalent (lines 1,5,8): 
Taxes & charges (lines 2a, 4, 6 + foperating terms only] line C) 
Financing (lines 3, 10 + fop. only] lower mort. rate) 
Rent Supplement for 75% of units [operating $/unit/mo. only] 
TOTAL 


3. POTENTIAL INTERNAL CROSS-SUBSIDY: l 
Low High 


Percent of units 3% 4% 


November 1998 
(B) 
ASSISTED CASE 
Low High 
50,000 60,000 
5,000 15,000 
{160} (480) 
0 0 
0 0 
3,000 6,000 
2,065 2,905 
59,905 83,425 
7,905 37,425 
52,000 46,000 
. 1,300 1,150 
53,300 47,150 
294 260 
300 300 
167 208 
761 769 
819 819 
835 835 
52,000 46,000 
61,000 61,000 
Mortgage interest Rate: 
Base Case Assisted Case 
6.00% 5.25% 
in Capital $ Terms 
Low High 
$7,905 $37,425 
$2,225 $3,385 
$2,250 $3,150 
n/a n/a 
12,380 43, 


(\devtypo) 
In Operating S/unit/mo, 
Low High 
$44 $207 
$11 $16 
$31 $33 
$285 $294 
371 550 


CASE 2. NEW HIGH-RISE (equal 1, 2, 3 bed) 


Background paper for the Homelessness Action Task Farce November 1998 (\devtypo) 
Costs per unit, (A) (B) 
based on a project of 120 units. BASE CASE - ASSISTED CASE 


Low High Low High 
PROJECT CAPITAL COSTS 


1 Land 20,000 25,000 0 0 
2 Construction 80,750 90,000 80,750 90,000 
2a PST Rebate 0 0 (2,584) (2,880) 
3 Carrying Costs 4,830 5,600 0 0 
4 Dev't Charges & Fees etc. 6,000 8,000 0 0 
5 Other Soft Costs 3,000 6,000 3,000 6,000 
6 GST 8,021 9,422 4,010 4,711 
7 Total 122,601 144,022 85,176 97,831 
8 Capital Contributions (L9-L7) 71,601 93,022 26,176 45,831 
FINANCING 
9 Maximum Loan (b or c below) 51,000 51,000 59,000 52,000 
10 Mort. ins. Fee 5.5% 2,805 2,805 2,805 2,805 
11 Total Mortgage Loan 53,805 53,805 67,805 54,805 


OPERATING COSTS (Monthly, year 1) 


A Amortization 323 323 341 303 
B Maintenance & Operations 300 300 300 300 
C Property Taxes 167 208 83 104 
D Total Costs 789 831 725 707 
E Market Rent (after 2% vac:) 819 819 819 819 
VALUATION FOR LENDING 
a Potential Market Rent /Mo. 947 947 947 947 
b Max loan at 85% of value 59,000 52,000 59,000 52,000 


c Max. loan under DCR limit 51,000 57,000 67,000 61,000 


SS SS iS 
SUPPLEMENTARY INFORMATION 


1. KEY ASSUMUPTIONS Low i Mortgage interest Rate: 
Sq. ft/unit gross 950 Base Case Assisted Case 
Constr. cost/sq. ft. (w/ u/g pkg.} $85 6.00% 5.25% 
Annual Taxes $2,000 
Capital $ T. no ing S/uniy 

Land, capital, soft costs, & equivalent (lines 1,5,8); $46,176 $70,831 $255 $391 
Taxes & charges (lines 2a, 4, 6 + [operating terms only} line C) $12,594 $15,591 $139 $174 
Financing {lines 3, 10 + fop. only] lower mort. rate) $4,830 $5,600 $56 $57 
Rant Supplement for 75% of units [operating $/unit/mo. only} n/a n/a $239 $217 
TOTAL $63,601 $92,022 $689 $839 
2. POTENTIAL INTERNAL CROSS-SUBSIDY: 

Low High 


Percent of units 7% 9% 


CASE 3. NEW WOOD-FRAME WALK-UP APTS. (equal 1, 2, 3 bed) 


Background paper for the Homelessness Action Task Force November 1998 
Costs per unit, (A) (B) 
based on a project of 120 units. BASE CASE ASSISTED CASE 
Low High Low High 
PROJECT CAPITAL COSTS . 
1 Land 20,000 25,000 0 0 
2 Construction 61,750 75,000 61,750 75,000 
2a PST Rebate 0 0 (1,976) (2,400) 
3 Carrying Costs 4,070 5,000 0 0 
4 Dev't Charges & Fees etc. 6,000 8,000 0 0 
5 Other Soft Costs i 3,000 6,000 3,000 6,000 
6 GST 6,637 8,330 3,319 4,165 
7 Total 101,457 127,330 66,093 82,765 
8 Capital Contributions (L9-L7) 50,457 76,330 7,093 30,765 
FINANCING 
9 Maximum Loan (b or c below) 51,000 51,000 59,000 52,000 
10 Mort. ins. Fee 5.5% 2,805 2,805 1,475 1,300 


11 Total Mortgage Loan 53,805 53,805 60,475 53,300 


OPERATING COSTS (Monthly, year 1) 


A Amortization 323 323 334 294 
B Maintenance & Operations 300 300 300 300 
C Property Taxes 167 208 83 104 
D Total Costs 789 831 717 698 
E Market Rent (after 2% vac.) 819 819 819 819 
VALUATION FOR LENDING 
a Potential Market Rent /Mo. 947 947 947 947 
b Max loan at 85% of value 59,000 52,000 59,000 52,000 
c Max. loan under DCR limit 51,000 51,000 67,000 61,000 


SUPPLEMENTARY INFORMATION 


1. KEY ASSUMUPTIONS Low i Mortgage interest Rate: 
Sq. ft./unit gross 950 Base Case Assisted Case 
Constr. cost/sq. ft. $65 6.00% §.25% 
Annual Taxes $2,000 

in Capital $ Terms 
2. EFFECTIVE TOTAL SUBSIDY/UNIT*: Low High 
Land, capital, soft costs, & equivalent (lines 1,5,8): $27,093 $55,765 
Taxes & charges (lines 2a, 4, 6 + foperating terms only} line C) $11,295 $44,565 
Financing {lines 3, 10 + fop. only} lower mort. rate) $5,400 $6,505 
Rent Supplement for 75% of units operating $/unit/mo. only} nia na 
TOTAL $43,787 $76,835 
3. POTENTIAL INTERNAL CROSS-SUBSIDY: 

Low High 


Percent of units 7% 10% 


(\devtypo) 


in Operating S/unit/mo, 
Low High 
$150 $308 
$135 $171 
$54 $53 
$230 $207 
$566 $739 


CASE 4. NEW S.R.O./MINI-SUITE 


Background paper for the Homelessness Action Task Force 


Costs per unit, 
based on a project of 120 units. 


PROJECT CAPITAL COSTS 
1 Land 
2 Construction 
2a PST Rebate 
3 Carrying Costs 
4 Dev't Charges & Fees etc. 
5 Other Soft Costs 
6 GST 
7 Total 


8 Capital Contributions (L9-L7) 


FINANCING 
9 Maximum Loan {b or c below) 
10 Mort. Ins. Fee 5.5% 
11 Total Mortgage Loan 


OPERATING COSTS (Monthly, year 1) 


A Amortization 

B Maintenance & Operations 
C Property Taxes 

D Total Costs 


E Market Rent (after 2% vac.) 


VALUATION FOR LENDING 
@ Potential Market Rent /Mo. 
b Max ioan at 85% of value 
c Max. loan under DCR limit 


SUPPLEMENTARY INFORMATION 


1. KEY ASSUMUPTIONS 
Sq. ft./unit gross 

Constr. cost/sq. ft. 
Annual Taxes 


2. EFFECTIVE TOTAL SUBSIDY/UNIT*: 


Land, capital, soft costs, & equivalent (lines 1,5, 8): 
Taxes & charges (lines 2a, 4, 6 + foperating terms only] line C) 
Financing (lines 3, 10 + fop. only] lower mort. rate) 


TOTAL 


(A) 
BASE CASE 
Low High 
7,000 10,000 
19,500 26,250 
Q ) 
1,340 1,850 
6,000 8,000 
3,000 6,000 
2,579 3,647 
39,419 55,747 
14,419 30,747 
25,000- 25,000 
1,375 1,375 
26,375 26,375 
158 158 
200 200 
83 104 
441 462 
319 319 
475 475 
30,000 26,000 
25,000 25,000 
Low High 
300 350 
$65 $75 
$1,000 $1,250 


November 1998 


(B) 
ASSISTED CASE 


Low High 


0 

0 
3,000 6,000 
1,289 1,824 
23,165 33,234 
9,500 21,400 
30,000 26,000 
750 650 
30,750 26,650 
170 147 
200 200 
42 52 
411 399 
319 319 
475 475 
30,000 26,000 
30,000 26,000 


Mortgage interest Rate: 


Base Case 


6.00% 5.25% 
In Capital $ Terms 
Low High 
$16,500 $31,400 
$7,913 $10,664 
$1,965 $2,575 
$26,378 $44,639 


26,250 
(624) (840) 


Assisted Case 


(\devtypo) 
Gacratna Siu 
Low High 
$91 $173 
$82 $106 
$22 $23 
$195 $303 


